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Tallix Casting
Sculptures for
Presidential
Memorial

A sculpture of former President
Franklin D. Roosevelt will be a
centerpiece for the

FDR Memorial, which is being
built on a 26-acre site in
Washington, D.C.
Award-winning sculptor

Neil Estern selected Tallix Art
Foundry to cast three
sculptures he completed

for the Memorial.

Tallix, located in Beacon, N.Y.,
is among the world's largest
and most respected full
service foundries for art casting
and fabrication. It is
appropriate that Tallix was
chosen for the

casting since it is located only
25 miles south of FDR's home
and library, which is located in
Hyde Park in Dutchess County.
Shown in the foreground is a
35-inch maquette, which

was used fo create the clay
model, which measures

8 1/2 feet in height.

The finished sculpture will be
cast in bronze for the Memorial,
which will become only the
fourth Presidential Memorial

in the nation's capitall.

Central Hudson takes pride in having Tallix

as a customer, and we are pleased

that Tallix is participating in our Energy Solutions
program, which helps our customers

improve their competitiveness.

We have been working closely with Tallix

to identify ways to best utilize their energy capacity
and, in tum, improve their productivity.

For more information about Energy Solutions,
please see pages elght and nine of this report.
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1995
Operating Revenues $512,215,000
Net Income $52,722,000
Eamings Per Share $2.74
Average Shares Outstanding 17,380,000
Dividends Declared Per Share $2.095
Total Assets $1.250,092,000
Electric Sales -
Own Termitory (kwh.) 4,477 .402,000
Natural Gas Firm Sales
(thousands of cubic feet) 9,649,000
Electric Customers -
Own Tenitory (average) 261,876
Firm Gas Customers (average) 69,841
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1994

$ 515,668,000
$ 50,929,000
$2.68
17,102,000
$2.075
$1.250,781,000

4,567 693,000
10,104,000

259,765
59424
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Chairman’s Report

The past year will be remembered as a
good, solid year for our shareholders and as
a pivotal year in our four-year recovery from
the loss of thousands of manufacturing jobs
in the Mid-Hudson Valley.

With respect to the financial results for
1995, | am pleased to report the following:

e Eamings per share were $2.74 during
1995, up 2 percent from $2.68 in 1994,

¢ Dividends paid to shareholders
increased 1 percent from $2.07 in 1994 o
$2.09 in 1995. During the past five years, the  Left, Paul ]. Ganci, President and Chief

. : o Operating Officer, and John E. Mack 111,
average annudl increase in the dividend Chairman and Chief Exectitive Officer,at the

was 3.1 percent. New York Stock Exchange to mark the 50th
e Book value per share increased from anniversary of Central Hudson's conmon

$25.34 at the end of 1994 to $25.96 af the stock listing on the NYSE.

end of 1995,

o Our Company continues to be in an excellent cash position.

e The dividend payout ratio for 1995 was 76 percent, which compares
with 77 percent in 1994. In keeping with our dividend policy, we are
implementing a modest and gradual reduction in the payout ratio in order to
reach our target of 70 percent.

¢ As part of our program of reducing the cost of capital, we redeemed all
of our outstanding 7.44% Cumulative Preferred Stock, Series G, at a
redemption price of $101.22 per share on October 1, 1995 and all of our
outstanding 7.72% Cumulative Preferred Stock, Series F, at a redemption price
of $101.00 per share on January 1, 1996. Savings on the payment of dividends
amount to $1.9 million annudally.

¢ The credit ratings on our First Mortgage Bonds have been maintained at
“A” by one rating agency and at “A-" or the equivalent by three other rating
agencies. We are pleased that in reaffirming our “A-" rating, Standard and
Poors revised its outlook on Central Hudson from “stable” to “positive,” citing
the Company’s “expectation of sustainable and modest financial
improvement based on gradual economic growth and lower capital
spending requirements.”

We recognize the positive outlook of Standard and Poors, and we are
perhaps even more optimistic than the rating agency based on our financial
results for 1995.
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For the three-year period 1992 through 1994, our industrial electric sales
dropped by 30 percent and our total electric sales decreased by ten
percent. During 1995, however, there was evidence that the economy in
our service area was rebounding. As a result, we are forecasting an
increase in electric sales for 1996.

While we are pleased by signs of a sales turn-around, we are equally
pleased that during the period of declining sales we actually strengthened
our financial position and enhanced service 1o our customers while
operating the business with fewer employees.

We aiso continued to stabilize electric prices. During 1995, our electric
prices were the lowest in the state for the third consecutive year among the
seven investor-owned electric companies which serve New York State. In
addition, our average price per kilowatt-hour was lower than in New
England and in parts of our neighboring states to the south.

For the last several years, we also have been successful in controlling our
natural gas prices. However, during 1995 it became necessary to file for a
price increase. The proposed increase, if approved, would increase the
price by an average of three percent, and would not become effective
until October 1996. It would be the first increase in base rates since 1991.
While we regret the need to increase prices, we are pleased that our
natural gas prices have risen at less than hailf the rate of inflation during the
last decade.

- Looking to 1996, it will be a year when a number of things come
together, particularly in the regulatory and public policy arenas with respect
to competition in the electric industry.

We expect continuing regulation at the federal level which would
require electric companies in the State to “open” their electric fransmission
systems to “outside” parties. At the state level, we have been actively
participating in a proceeding being conducted by the Public Service
Commission on how to bring about competition in New York State.

In the context of this proceeding, Central Hudson joined with the other
electric companies in the State in proposing a plan which would replace
regulation of electric generation with competition at the wholesale level.
Without going into detail about a very complex issue, | want to assure you
that the plan sets forth principles which protect the interests of our
shareholders and our customers.

While it is uncertain whether or not the utilities’ plan will be adopted for
implementation, some form of competitive environment will emerge in the
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months ahead. What is certain is our continuing advocacy of the following
principles:

o Competition must be in the best interest of all of our customers, and
our average price of electricity must not be increcased.

o There must be an orderly transition to competition. A stable and
efficient wholesale market must be established before moving
to a retail market place.

¢ The reliability of the electric transmission systems must be maintained.

o Utility companies must maintain customer focus, be allowed to
recover the cost of dll “stranded” assets, improve productivity,
stabilize prices and grow their business.

¢ The State must evaluate public policy regarding taxation and social
and environmental issues in order to develop a level playing
field prior to providing competition at the retail level.

e Regulatory mandates (including the utility’s obligation to serve all
customers, service contracts, pricing and performance-based
regulation) must be reviewed before intfroducing retail
competition.

Despite the many uncertainties posed by competition, we are moving
forward with a number of programs and activities which we believe will
enable us to compete effectively in a new market-driven business
environment. The text in this year’s annual report highlights the following
initiatives:

e Economic Development, which is helping to revitalize the economy
of our service areq,

¢ Energy Solutions, which are helping our business customers improve
their competitiveness,

e Marketing, which is helping customers take advantage of new
energy technologies, products and services,

» Existing Assets, which are being used in innovative ways o sirengthen
our competitive position.

On behdalf of the entire Central Hudson organization, | want to assure you
that we are working hard to meet the challenge of competition and to
meet your expectations. Our directors, officers and employees appreciate
your support.

Very truly yours,

%L 571,._‘,«122-

Chairman of the Board
and Chief Executive Officer

»
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Moving Vigorously Toward the 21st Century

Central Hudson is transforming itself into a
market-based, customer-driven organization

Our focus is changing from producing and
supplying energy to capturing markets

In addition to being the lowest-cost supplier;
we plan on being the highest-value provider

Historically, the utility industry has not been driven by a marketing strategy.
As a regulated business, our indusiry developed a “one-size-fits-all”
service and pricing structure.

In the world of competition, however, one size does not fit all.
Not only is it fough o be dll things to all customers, it is unprofitable.

We will achieve the benefits of competitive markets by producing,
servicing and pricing products that meet customer needs
and create profit opportunities.

Our marketing strategy starts with identifying markets and custormers and the

unique advantages we have for offering customers higher-qudiity,
superior service at lower costs.

We are focusing on what we do best. We have a special knowledge of
customers and energy markets in the Mid-Hudson Valley. We have cost-
effective facilities and the technical ability to offer a variety of energy services.

Our business strategy is o produce what customers want, deliver it
according to their schedule, and offer pricing and
biling options that reflect their needs.

~
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The Focus of Our Marketing Program
s Flconomic Development

For the past few years, the creation of jolbos
and the economic revitalization of the Mid-Hudson Valley
has been the greatest single concem of the people in the region.

In response to that concemn, we have assumed a leadership role
in a combined marketing effort being undertaken by the public and
private sectors to stimulate job recovery in the region.

Since the spring of 1993, for example, more than 2,300 jobs

have been created or retained in Dutchess County. These jobs involve
30 businesses and more than 895,000 square feet of space.

All together, more than 4,300 jobs have been created or retained

in the region during the past three years, and there is a strong possibility
of achieving our goal of adding 5,000 full-time jobs by the end of 1997.

We are pleased that our electric prices, which were
the lowest in the state for the third consecutive year, have
contributed to the effort to revitalize the economy of the region.

Looking to the future, the region continues to be attractive to

business because of ifs proximity 1o and quick access to major markets;
a superior labor force; the existence of a major research park;
educational, recreational and cultural facilities;

and the overall quality of life.

Central Hudson Gas & Electric Corporation




MiCRUS Locates and Expands Operations
In the Hudson Valley Research Park

The leading tenant of the Hudson Valley Research Park is MICRUS,

which is a joint venture between IBM Microelectronics and Cirmus Logic, Inc., of Califomia.
MICRUS was created in 1994 when IBM and Cirrus jointly provided $500 million, in addition
to a $300 million base, for new equipment and facilities in the Research Park, which is
located in Southem Dutchess County. The wafer manufacturing operation began with
400 employees in January 1995 and expanded to 900 employees by the end of the year.
Central Hudson worked closely with MICRUS in designing energy efficiency systems, which
enabled MICRUS to qualify for a Central Hudson rebate of $540,000. MICRUS also
qualified for our Economic Incentive Growth Rate, which provides discounts for electiic
service for ten years, Our Economic Development programs - including incentive electric
rates and energy efficiency services - are helping MICRUS be competitive in a global
economy.

Central Hudson Gas & Electric Corporation



We Provide Energy Solutions
to Help Create and Retain Jobs and
to Develop Marketing Opportunities

"Energy Solutions™ is a Central Hudson initiative we offer to commercial
and industrial customers to help Them-ih'ﬁprOVe their competitiveness.
This helps strengthen the economy of the Mid-Hudson Valley and
increases our capacity to market our products and services.

Our Energy Solutions program consists of plant surveys,
energy analyses, discount electric rates, design services,
financing programs and technical assistance.

During 1995, more than 8756 commercial and

industrial customers participated in our Energy Solutions program.
We look at this program as a partnership between Central Hudson
and our customers through which we help them

operate more efficiently and increcse productivity.

For many customers, the corerstone of this program is an energy audit
and a "competitiveness" analysis of their facility. Emphasis is

placed on improving efficiency and productivity and

reducing impacts on the environment.

Another important feature of our Energy Solutions program is
competitive pricing. In addition to offering the lowest average electric
prices among all of the investor-owned electric companies

serving New York State, we offer an Economic Growth Incentive Rate
and an Economic Revitalization Rate. Both rates provide discounts

for electric service for customers who meet certain requirements.

When considering the Energy Solutions program
in its entirety, it represents a major commitment by Central Hudson
1o help create and retain jobs in the Mid-Hudson Valley.

Central Hudson Gas & Electric Corporation




Energy Solutions Developed for
Manufacturer of Custom-Designed Knives

The knife and box were made by Imperial Schrade not only fo help feature

Central Hudson's Energy Solutions program but to illustrate ifs ability fo cusiomize its
cutlery products to meet the needs of its customers.

Imperial Schrade, which has about 600 employees at its Ellenville plant in Ulster County,
has been making superior quality pocket and hunting knives since 1904. Producing a
three-blade knife involves more than 100 operations, many of which are performed by
hand by skilled craftsmen. As part of ifs participation in our Energy Solutions program,
Imperial Schrade received a number of recommendations which would improve the
efficiency of its manufacturing processes, including electric heat treating, which requires
precise femperature control. Operating efficiency has a high priority at Imperial Schrade,
and our Energy Solutions program is assisting this customer in improving its
compelitiveness.
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We re Showing Customers How to Let the
FEarth Do the Heating...and the Cooling Too

Educating customers about the economics of highly efficient
and environmentally compatible heating and cooling technologies
is a major on-going activity at Central Hudson.

Specifically, we have been focusing on geothermal heat pumpps,

which we market as "GeoSystem” technology. These heat pumps,

which take advantage of the earth's natural below-ground temperature
fo heat in the winter and cool in the summer, are extremely competitive
for both residential and commercial new construction markets.

Add-on heat pumps also are being marketed for year-round comfort
and value. As an incentive during 1995, we offered customers 5,500 miles
from American Airlines AAdvantage travel awards program

for installing a heat pump. This innovative marketing approach

received recognition in national business publications.

We also are marketing outdoor lighting and a lighting
design service for homes and businesses or for any location
where there is a desire to enhance visibility, attractiveness, safety or security.

A leasing program for electric water heaters
is being promoted for a low monthly fee which entitles
the customer to installation, service and repairs for the life of the unit.

Looking to the future, we will continue to develop marketing
partnerships and strategic alliances to enhance shareholder
and customer value and strengthen our competitive advantage.

10
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Geothermal Heat Pumps Provide Efficient,
Economical Year-Round Comfort Conditioning

An autumn snow squall dusted the mountaintop overlooking the Ashokan Reservoir

in Ulster County. The owner of this custom-built house selected a geothermal heat pump
to provide year-round comfort conditioning. Central Hudson has been marketing this
advanced technology as *GeoSystem - the most efficient home energy system on earth.”
In the foreground, flexible piping is extended vertically in well holes in the french. Once
the piping is connected to the house, the heat pump circulates a liquid in the closed
loop system to extract heat from the earth and transfer it to the house. In the summer,
the heat pump moves heat to the household water heater, and the excess heat is
transferred below ground where it is absorbed by the earth. The result is domestic water
heating and central air conditioning. GeoSystem represents another Energy Solution
being offered by Central Hudson to meet the needs of its customers.

Central Hudson Gas & Electric Corporation 11



We Are Making Greater Use
of Our Existing Assets In Innovative Ways
to Enhance Our Competitive Position

Innovation characterized two developments
during 1995 which illusirate the far-reaching changes
which are taking place in the utility indusiry.

First, we entered into contracts during the year for energy exchanges.
Thatis, energy marketing firms supplied us with natural gas which we used
o generate electicity. We made the electhicity available

to the energy marketers, who sold it elsewhere.

These transactions enabled Central Hudson to improve the utilization

of both gas transmission and electric generating capacity

to increase revenue and offset operating and mainfenance expenses.
Such opportunities help us to control the price of electricity and

natural gas and enhance our competitive position.

The second development further improved

an underutilized asset: available capacity in a natural gas pipeline.

We entered info a five-year agreement with a New England utility for the
transportation of natural gas to the utility through a pipeline

reserved for our use. In this case, the payment we receive

is being used o reduce charges to our gas customers.

We continue o explore other ways to increase the use of our existing
assets in order to strengthen our competitive position and
provide benefits to our customers.

12
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Maximizing
Assets In the
Mid-Hudson Valley

The availability of electric generating
capacity at the Danskammer Plant,
shown surrounded by autumn foliage,
made it possible for Central Hudson

fo participate in extemal power
marketing during 1995. Through
agreements with energy marketers,
we bumed natural gas supplied by the
marketers to generate electricity af
Danskammer. The marketers then sold
the electiicity in open markets. Through
this energy exchange - natural gas

for electricity - we were able to
maximize our Production assets and
increqse our revenues.

i
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Moving
Natural Gas
to Boston

Increased utilization of a natural gas
asset was initiated during 1995 when
we entered into a five-year
agreement with the Boston Edison
Company to make pipeline capacity
available to the New England utility for
the transportation of natural gas fo its
New Boston Station, shown 1o the left.
Revenue received from Boston Edison
is being used to help offset the cost of
supplying natural gas to our own
customers. We are continually
exploring opportunities to increase the
utilization of our available assets.

Central Hudson Gas & Electric Corporation
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To mark the 80th anniversary of Cenfral Hudson's common stock listing
on the New York Stock Exchange, the Board of Directors held its
October meeting at the Exchange's headquarters, which was the
setting for the group photograph.

Front row, from leff: Heinz K. Fridiich; Richard H. Eymnan; John E. Mack, lll,

Chaimnan and Chief Executive Officer; Howard C. StJohn, Vice Chaimnan; and Jack Effron.

Back row, from left: Edward P. Swyer; Chares LaForge; Paul J. Ganci, President and Chief
Operating Officer; Edward F. X.Gallagher; and L. Wallace Cross. Frances D. Fergusson
was unavailable for the photograph.,

Howar;l C. St. John

Two Directors, each of whom has provided outstanding service to the
Board of Directors, will not be standing for re-election at the Annual
Meeting of Shareholders on April 2, 1996.

Richard H. Eyman joined the Board in 1984, During his twelve years of
service, he served on various Committees of the Board and Chaired
the Committee on Audit.

Howard C. St. John became a Directorin 1984. His principal
responsibilities have been as Chairan of the Finance Committee
and as Vice Chaimnan of the Board, a position he has held since 1987.

The Company takes great pride in the contiibutions of both Directors
during a critical period in the history of Central Hudson,

14
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Corporate & Stock Information

Annual Meeting

The annual meeting of
holders of common stock
will be held on Tuesday,
April 2, 1996 at 10:30 a.m. at
the Corporation’s General
Offices, 284 South Avenue,
Poughkeepsie, New York.

The Management
welcomes the personal
attendance of share-
holders at this meeting.
Asummgary repoit of the
nmeeting will be mailedto all
shareholders of record ata
later date.

Financial and
Statistical Report
Acomprehensive ten-
year financial and statistical
supplement to this Annual
Report will be available to
shareholders attending the
Annuadl Meeting. Copies
may also be obiained by
wiiting or calling Steven V.,
Lant, Treasurer and Assistant
Secretary, 284 South Avenue,
Poughkeepsie, N.Y. 12601;
telephone (914) 486-5254.

Annual Repott to the SEC;
Form 10-K

Shareholders may obtain
without charge a copy of
Ceniral Hudson's annual
report to the Securities and
Exchange Commission, on
Form 10K, by wiiting or
cdling Ellen Aheam,
Secretary, 284 South
Avenue, Poughkeepsie, N.Y.,
12601; telephone (914) 486-

Shareholder Information

First Chicago Trust
Company of New Yoik;
telephone (800) 428-9578
between 9 a.m. and 5 p.m.
weekdays.

Security Analysts and
Institutional Investors

Steven V. Lant, Treasurer
and Assistant Secretary;
telephone (914) 486-5254.

Dividend Reinvestment Plan
Central Hudson offers a
Dividend Reinvestment Plan
under which all holders of
common sfock may
reinvest dividends and/or
make direct cash
investments to obtain
additional shares. All
brokerage and other fees
to acquire shares are paid
by the Corporation. To
participate, call Janet M.
Horvat, Director of Risk
Management &
Shareholder Relations, af
(914) 486-5204 or First
Chicago Trust Company of
New York at (800) 428-9578.

Transfer Agent &
Registrar, Common
and Preferred Stock

First Chicago Trust
Company of New York, P.O.
Box 2550, Jersey City, N.J.
07303-2550.

Stock Exchange Listings
Common: New Yok Stock
Exchange

Stock Trading Symbol:
CNH

Multiple Copies of this
Annual Report

Shareholders who
receive multiple copies of
this Annual Report may, if
they choose, reduce the
number received by
calling First Chicago Trust
Company of New York at
(800) 428-9578.

General Counsel

Gould & Wilkie

One Chase Manhattan Ploza
New York, N.Y. 10005

Independent Accountants
Price Waterhouse

1177 Avenue of the Americas
New York, N.Y. 10036

eniral
udson

KeepingThe CustomerinFocus

Common Stock
Market Price and Dividends Paid Per Share

toh low Dikdend

5757. The copy provided will IstQuater  $27%, $26  $52 8301, 277/, $515

be without exhibits; these 2nd Quicriter 27, 26, B2 2%, 268%, 515
may be purchased fora 3d Quarter Y, 26, 525 27%,, R 52
specified fee, 4th Quarter 317, 297, 525 26, 22, .52 .
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" FINANCIAL HIGHLIGHTS

EARNINGS PER SHARE: (PAGE 26)

Eamings per share of common stock were $2.74
in 1995 compared to $2.68 in 1994. This $.06 or 2%
increase in eamings per share resulted primarily from
decreased operation and maintenance costs,
decreased interest expense and a gain from the
sale of long-term stock investments. Partially
offsetting these increases in eamings In 1995 were
decreases in electric and gas net operating rev-
enues due to decreased sales attibutable largely
to the wamer winter weather experienced in the
first quarter of 1995 and decreased sales to IBM.

DIVIDENDS PER SHARE: (PAGE 30)

The quarterly dividend rate was Increased to
$.525 per share, effective June 23, 1995. This repre-
sented an increase of 1% over the previous quarterly
rate of $.52 per share. Dividends pald to sharehold-
ers in 1995 were $2.09 per share as compared to
$2.07 per share in 1994, -No portion of the 1995 divi-
dend constitutes a retum of capital.

EcoNOMY:

The past year proved to be a period of growth
and recovery for the Company’s service area. The
Company’s economic development efforts
coupled with State and local govemment efforts
helped to attract over 4,300 value-added jobs
throughout the region since the spring of 1993.
Included in these value-added Jobs are 900 posi-
tions brought to the area in the last fwo yearsby a
semi-conductor manufacturing company.

ELECTRIC SALES: (PAGE 27)

- Sales of electiicity within the Company's service
temitory decreased 2% in 1995. Sales of electricity to
residential customers decreased 2% due to a
decrease in usage per customer. Commerclal sales
increased 1% resulting from the net effect of a 2%

.increase in the number of customers and a 1%
decrease in usage per customer. Electric sales to
industrial customers decreased 6% due primarily to
an 18% decline in usage by IBM.

GAS SALES: (PAGE 27)

Fimn sales of natural gas decreased 5% in 1995.
Sales of gas to residential customers decreased 10%
due to a decrecase in usage per customer, Com-
mercial sales decreased 1% due largely to a
decrease In usage per customer. Firmn gas sales to
industrial customers remained stable when com-
pared to 1994. When nomalized for effects of
weather, firm gas sales increased 3% In 1995.

Interruptible gas sales increased 70% due to a
significant increase in the boiler gas usage at the
Company’s fossil-fueled generating plants.

RATE PROCEEDING - ELECTRIC: (PAGE 25)
The Company has no pending electric rate
case filed with the Public Service Commission (PSC)
and cannot predict with certainty the date of its

next filing.

The last rate increase was issued and effective
February 11, 1994 which increased base rates by
$5.133 million (or approximately 1.3% on an annual
basis), based on a 10.6% retum on cormmon equity,
and an 8.58% return on total invested capital.

RATE PROCEEDING - GAS: (PAGE 25)

The Company filed a request with the PSC on
November 10, 1995 to increase its base rates for fim
natural gas. The request, if accepted by the PSC,
would effectively produce a net increase In fitn gos
revenues of $2.422 milion, an 11.50% retum on
common equity and a 9.22% retumn on total
invested capital. The Company can make no
prediction as to what further action the PSC will
take on this gas rate increase request.

COMNMON STOCK: (NOTE 5)

Issuances under the Automatic Dividend
Reinvestment and Stock Purchase Plan and
Customer Stock Purchase Plan increased the
number of common shares outstanding by 257,587
shares to a total of 17,496,051 as of December 31,
1995. At the end of 1995, a share of common stock
was selling at $30.875 while the book value per
share was $25.96.

FINANCING PROGRAM: (NOTES 5 & 6)

On October 1, 1995, the Company optionally
redeemed all of its outstanding 7.44% Cumulative
Preferred Stock at a price of $101.22 per share. The
associated cash requirements were financed from
internal funds and from net proceeds of $7.0 milion
redlized from the Issuance of 257,587 shares of
common stock In 1995 through the Company’s
Automatic Dividend Reinvestment and Stock
Purchase Plan and its Customer Stock Purchase
Plan.

TAXES: (PAGE 29)

In 1995, the Company incurred $95.7 million for
operating taxes levied by federal, state and local
govemments, representing 19 cents of every dollar
of revenues.

18 Central Hudson Gas & Electric Corporation




FIVE-YEAR SUMMARY OF CONSOLIDATED OPERATIONS
AND SELECTED FINANCIAL DATA¥*

(Thousands of Dollars) .
G 1995 1994 1993 192 1991
Operating Revenues
EIECHIC wvvvrrrirennentennnrenimnnensensesssnsessns $409,445 $411,082 $422925 $427436 $424,121
L€ o L 102,770 104,586 94,448 96,121 70,615
| [o] (o | IR 512,215 515,668 517373 523,657 494,736
Operating Expenses
10707=1 (01110701 RN 274,665 274,497 274477 283,787 267,339
MaiNteNANCE....ov e 29,440 32,716 34486 34,226 31,504
Depreciation and amortization ......... 41,467 40,380 39.682 39,696 37.230
Taxes, other than income tax ..., 66,709 66,899 65,564 66,339 60,554
Federalincome tax ...vieniiceniineisiennes 29,040 28,043 28.603 25,111 22,613
| o) (o | SRR 441,321 442,535 442,812 449,059 419,240
Operating Income .......cccvvverenrcnsmmensieennnens 70,894 73,133 74,561 74,498 75496

Other Income and Deductions
Allowance for equity funds

used during construction.......ueu. 986 866 934 596 921
FederaliNnComMe tAX ..cocvincrervenriserionies 353 1,237 1445 748 1,262
Other-net oo, 8,886 6,296 5.167 4427 854

Tolal i, 10,225 8.399 7,546 5.771 3.027

Income before Interest Charges.............. 81,119 81,532 82,107 80,269 78,523

0 Interest Charges.......ccccveeenvvvenenessesenisenes 28,397 30,603 31,717 32,581 35.582
NetIncome ..., 52,722 50,929 50,390 47,688 42941
Premium on Preferred Stock Redemption - Net .. 169 - - - -
Dividends Declared on .

Cumulative Preferred Stock ............... 4,903 5,127 5,562 5,544 5,659 .
Income Available for Common Stock..... 47,650 45,802 44,828 42,144 37,282
Dividends Declared on Common Stock.. 36,459 35,541 34,497 31,545 29,800
Amount Retained in the Business..........ou.. 11,191 10,261 10,331 - 10,699 7482
Retained Eamings - beginning of year .... 79,284 69,023 58,692 48,093 40,611
Retained Eamings - end of yearr ............. § 90,475 §$ 79284 § 69023 S 58692 $ 48,093
Common Stock

Average shares outstanding (000s) ... 17,380 17,102 16,725 16,901 15,530

Eamings per share on

average shares outstanding ....... $2.74 $2.68 $2.68 $2.65 $2.40
Dividends declared per share ........... $2.095 $2.075 $2.045 $1.98 $1.90
Book value per share (at year-end) .. $25.96 $25.34 $24.65 $23.60 $22.84

Total Assets ... $1,250,092 $1,250,781 $1,264,240 $1,167,124 $1,141,128
Long-term Debt ......cccevrrvvrrcrrcnnnenniinnnnens 389,245 389,364 391,810 441,096 416,030
Cumulative Preferred Stock .......ccvcveveennen 56,030 81,030 81,030 81,030 81,030
Common EQUILY «...ccvereercennennnncnnsenssesnennes 454,239 436,731 417,846 378,214 360,203

m * This summary should be read in conjunction with the Consolidated Financlal Statements and Notes thereto Included In
the “Financlal Section” of this Annual Report.
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MANAGEMENT’S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

COMPETITION
GENERAL

The Company is subject to regulation by the
Public Service Commilssion of the State of New York
(PSC) and by the Federal Energy Regulatory
Commission (FERC). As a result, the Company is
substantially free from direct competition at the
retail level, at this time. The enactment of the
Energy Policy Act of 1992 and the FERC'’s rules
providing open-access to interstate gos pipelines,
as well as federal and state proposals to introduce
competition to the utility market, will expose the
electric and gas Industry to additional risks and
uncertainties. The Introduction of increased
competition and related regulatory and legislative

requirements may unfavorably impact the position -

of a utility as a franchised monopoly. The Com-
pany cannot predict the scope, timing and
consequences of these changes; however, such
changes could result in a write-off of utility assefs.
See the following subcaption entitlted “Continuing
Applicabllity of SFAS No. 71.”

RECENT DEVELOPMENTS

FERC Notice of Proposed Rulemaking (NOPR)
On March 29, 1995, FERC Issued a NOPR on generic
requirements for electric transmission tariffs. FERC
proposes to require all jurisdictional utilities (includ-
Ing the Company) to offer comparable service,
open-access transmission fariffs for network and
point-to-polnt service. Such utilities would also be
requlred to take transmission service under the
same tariffs and each anciilary service they offerin
thelr rates and to effect functional unbundling of
thelr transmission operations. Included with the
open-access NOPR Is a supplementary NOPR on
stranded costs, In which FERC endorses the prin-
ciple of stranded cost recovery. Stranded costs are
prudently Incurred utility costs which would be
recoverable under the cument system of regulation,
but which might not be recoverable In a more
competitive electric industry environment.

New York - Electric

Competitive Opportunities Proceeding: In
1993, the PSC inltiated a proceeding to address
numerous Issues related to competition In the
electiic energy markets in New York State. Two
phases of this proceeding have been established

_to address the Issues to be considered.

" Phase | of such proceeding, which was com-
pleted in the Summer of 1994, resulted in the
approval by the PSC of “flexible rates” that would
allow electilc ulility companles to negotiate
Individual contracts with certaln large Industrial and

commerclal customers to provide electricity at
prices lower than currently offered.

Phase ll of such proceeding, which Is now
underway, has an overall objective of Identifying
regulatory and rate-making practices that will assist
in the fransition o a more competitive electric
industry designed to Increase efficlencyinthe
provision of electiicity while maintaining safety,
environmental, affordability and service prority
godals. Issues related to both wholesale and retail
competition also are being examined in Phase Il of
this proceeding.

By Opinion and Order, Issued and effective
June 7, 1995, the PSC adopted principles to guide
the transition to competition which included a
reasonable opportunity to recover stranded
investments and called for futher investigation of
whether vertically Integrated utility corporate
structures would Impede or obstruct development
of effective wholesale or retail competition. The
PSC next directed areview of certain altemative
models for competition within New York State’s
electric industry. The parties to such proceeding
filed their comments with the PSC, Including the
following:

The Energy Assoclation of New York State
(Energy Assoclation), which Is a group comprised
of the elght major investor-owned gas and electric
utilities serving New York State (Including the
Company), recommended a wholesale poolco
model. The key elements of this model include,
among others, the following which assumes full
recovery of stranded costs:

() setting up an unregulated market
for competitively selling wholesale bulk
power into a pool, regardless of
whether that power is provided by
investor-owned utilitles, non-utility
generators, power marketers, coop-
eratives or on-site generators and

@b creating an Independent System
Operator to direct the operation of
the State’s transmission system so that
bulk power will be delivered safely
and reliably.

The New York State Power Authority (NYPA)
recommended a retail bilateral contract model
under which all customers would have the cholce
to select thelr electilclty suppliers according to
individually negotiated arangements. The bilat-
eral model supported by NYPA Staff would
Incomporate a power exchange that would

“accommodate the development of a spot market

and a single transmission system operator that
would have the ultimate responsibliity for the

=relicxble operation of the system. NYPA recom-
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mended that it assume the role of the single owner
and operator of the bulk power transmission system
in New York State.

The Staff of the PSC filed a recommendation for
a flexible poolco model of competition that
provides a full range of competitive altematives,
including retail and wholesale competition, market-
clearing spot prices for electicity purchases and
physical bilateral contracts. The PSC Staff model
Includes divestiture of utility generation assets -
through sale or spin-off, The PSC Staff proposed
that shareholders absorb a portion of stranded
costs. The Staff’s plan calls for testing the new
market structure in the wholesale market in late
1997 and beginning the transition to a compeﬂhve
retail market by early 1998.

On December 21, 1995, the Administrative Law
Judge and the Deputy Director, Energy and Water
Division of the Department of Public Service issued
arecommended decision in Phase Il. In summary,
this decision recommended that the PSC adopt a
transitional plan leading to a flexible retail poolco
model. The first stage would be a wholesale
poolco model with an independent system opera-
tor and market mechanisms to allow an ordery
movement to full retail access. Under their recom-
mended declsion, reliabllity of the bulk power
system Is recognlzed to be critical and should not
be compromised to achleve lower prices from retail
access. Stranded costs would be recovered by
non-bypassable access charges or wire charges,
and must be determined to be prudent, verifiable
and non-mitigable. A utility would be entitled to
present a case as to why It would be reasonable to
allow recovery of Its stranded costs, subject to
allowing consumers a reasonable opportunity to
realize savings and recelve reasonable prices; thus,
a careful balance of interest and expectations is
required and may vary utility by utility, Utilities would
be required to Individually file for PSC approval,
within six months of the PSC’s order, along-term
proposal addressing, among other things, ()
recoverable stranded costs, (i) the separation of
generation from transmission and distribution, elther
functionally, structurally or by divestiture, i) phasing
in retail access for all customers, and (iv) the utility’s
proposed relationship with an independent system
operator.

The Compcny Is considering the impact the
recommended decision would have on Ifs business
and can make no prediction as to what action the
PSC will take with respect to Phase I, except that if
the PSC were to adopt the stranded cost recom-
mendations In such declsion, the Company’s ability
to recover its plant costs and regulatory assets in
rates would be at risk. Action by the PSC s ex-
pected by July 1, 1996,

Niagara Mohawk Proposal: On October 6,
1995, as publicly reported by Niagara Mohawk

Power Corporation (Niagara Mohawk), Niagara
Mohawk filed a proposal with the PSC which
provides for a corporate restructuring designed to
create an open, competitive retail electricity
market, deregulate electricity generation in Nia-
gara Mohawk's service areq, allow its customers, by
year 2000, to choose thelr electricity supplier and
freeze or reduce electriclty prices over the next five
years. The restructuring would place Niagara
Mohawk’s power plants (which would include
Niagara Mohawk's interest in the Nine Mile 2 Plant
and Niagara Mohawk’s Interest in the Roseton
Plant) and unregulated generator contractsina
separate generating company, with the remaining
business belng separated into a holding company
with regulated subsidiaries that would transmit and
distribute electicity and natural gas and supply
energy services to core customers. This holding
company would also have unregulated subsidiaries
that would engage In marketing, brokering and
service activitles. In addition, Niagara Mohawk also
put forth in its proposal a request for *relief from
overpriced unregulated generator contracts that
were mandated by public policy.” In its proposal,
Niagara Mohawk indicated that if it were unable to
negotiate new contracts with unregulated genera-
tors, Nlagara Mohawk would propose to take
possession of the unregulated generator projects
and compensate thelr owners through Niagara
Mohawk’s power of eminent domain. Niagara
Mohawk would then resell the projects, allowing the
projects to sell electricity into the competitive pool
at market prices. Niagara Mohawk has indicated
that its proposals are offered as anintegrated
package, and not plecemeal.

Niagara Mohawk has stated that if it appears
that such a proposal were unachleveable, Niagara
Mohawk could not rule out the possibliity of a
restructuring under Chapter 11 of the United States
Bankruptcy Code.

The Company has intervened in the proceed-
Ing but cannot predict whether Niagara Mohawk’s
proposal will be effected or, if effected, what
impact, if any, Niagara Mohawk'’s proposal would
have on the gas and electiic utility business In New
York State, including the Company’s franchise areq,
or what effect Nlagara Mohawk’s proposal and/or
a restructuring under Chapter 11 of the United
States Bankruptcy Code would have on the
Company's interest in the Nine Mile 2 Plant or the
Company’s Interest in the Roseton Plant.

New Yoik - Natural Gas

In October 1993, the PSC initiated a proceed-
ing to address Issues assoclated with the
restructuring of the emerging competitive natural
gas market, a process which had been set in
motion by Order 636 of FERC, which requires
plpeline gas suppliers to separate natural gas sales
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semvice from transportation and storage service,
and which allows Local Distribution Companles
(LDC:s), such as the Company and other end users,
open access to the Interstate pipeline system for
the purpose of transporting thelr gas from gas
producing areas to the customer. This PSC pro-
ceeding examined such issues to determine how
best to implement changes in the services provided
by the LDCs’ segment of the gas Industry, so that
the bensfits of the increased competition fostered
by federal actions are fully realized by customers.
By Opinion and Order, issued and effective Decem-
ber 20, 1994, the PSC set forth the policy framework
to guide the transition of New York’s gas distribution
Industry in the post-FERC Order 636 environment.
Such PSC Order essentially extends a number of the
FERC “unbundling” concepts, found in sald Order
636 to the retail gas business. In compliance with
such Order, the Company and other LDC:s filed
proposed open-access compliance tariffs with the
PSC on November 9, 1995. At this time, the Com-
pany can make no prediction as to whether or
when the PSC will take action on these filings.

Mergers in the Electric Industry

Inresponse to the Increasingly competitive
environment, utilities across the country have been
reorganizing to better position themselves finan-
cially and tenitorially for the future. Thus, mergers
and possible mergers have been reportedin
business publications throughout the past year. The
Company cannot predict at this time what effect
these mergers or future mergers will have on the
utility Industry In New York State,

CONTINUING APPLICABILITY OF SFAS NO. 71

The Company’s electric and gas rates, cur-
rently subject to approval by the PSC, are designed
to recover the Company’s costs of providing
electric and gas services to its customers. A primary
difference between arate regulated entity and an
unregulated entity is the timing of recognizing
certain assets and expenses for financlal reporting
purposes. The Statement of Financlal Accounting
Standards No. 71, *Accounting for the Effects of
Certain Types of Regulation” (SFAS No. 71), pre-
sciibes the method to be used to record the
financlal transactions of a regulated entity. If the
Company were to detemine that Iits business fails to
meet the ciiteria of SFAS No. 71, It would have to
eliminate from Its financlal statements all transac-
tions prescribed by the regulators that would not
have been recognized if it had been anon-
regulated company which could resultin a
write-down or wiite-off of utility assets. Cumrently,
such transactions are Included in the Company’s
consolidated financlal statements as regulatory
assets and liabilities, as described in Note 1 of the

Notes to the Company's Consolidated Financial
Statements for the year ended December 31, 1995
(Notes). Anunfavorable Impact on the financial
results of the Company would occur if the Com-
pany detemined that it could no longer apply SFAS
No. 71. The Company believes, however, that it
meets the criteria for operating as arate regulated
entity, as presciibed by SFAS No. 71, at this time, but
cannot predict whether It will continue to meet
such criteria, in whole or In part, In the future.

COMPANY'S RESPONSE

Currentily, the Company Is the lowest cost
electiic provider In New York State and, through
strategles and cost-reduction measures such as
those described below, will strive to remaln in that
position.

The Company’s goal is to be the energy
supplier of competitive cholce to its customers. In
order to achleve this goal, the Company has
implemented, and will continue to implement
appropriate cost-reduction measures. Measures
which have been put into place to Improve the
Company’s position in a competitive marketplace
Include: the operation of certain of its generating
units on altemating six-month intervals and/or the
placement of certain of its generating units on
“ready reserve”; satisfying a portion of its power
requirements with purchased power from energy
providers outside the Company’s service teritory at
alower cost than If such power were generated by
the Company; reduction of contractor costs by
redeploying its own workforce; redeeming or
refinancing debt or preferred stock at lower interest
rates; and a continued reduction of Its workforce
through attrition.

Due to the rapld change In the utility Industry,
the Company has considered and will continue to
conslder various strategles designed to enhance its
competitive position and to adapt to anticipated
changes in its business. In November of 1995, the
Company entered into a five-year agreement with
the Boston Edison Company to transport natural gas
to one of the electric generating plants of the
Massachusetts-based utility for a demand charge.
The demand charge being received for this service
will result in an estimated 4% savings to our natural
gas customers. Another strategy implemented to
prepare the Company for future changes in the
industry Is capacity brokering. LDCs, such as the
Company, are permitted to offer thelr unutilized firm
transportation service to others for a fee. This
program, which was used at various times In 1995
and 1994, gives the Company an opportunity to
defray some or all of the monthly fixed charges
when its firm gas transportation capacity is not fully
utilized and, as aresult, reduces the costs billed to
the Company’s firm gas customers.
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CAPITAL RESOURCES AND LIQUIDITY

CONSTRUCTION PROGRAM

As shown in the Consolidated Statement of
Cash Flows, the cash expenditures related to the
Company’s construction program amounted to
$49.3 million In 1995, a $7.9 milllon decrease from the
$57.2 milion expended in 1994. Asshown Inthe
table below, cash construction expenditures for
1996 are estimated to be $61.3 miillion, an increase
of $12.0 million compared to 1995 expenditures.
Intemal sources funded 100% of the 1995 cash
construction expenditures and are presently

estimated to fund 100% of the forecasted cash
constiuction expenditures for 1996.

In 1996, the Company expects to fund any
extemnal funding requirements through Issuances of
common stock pursuant to its Automatic Dividend
Relnvestment and Stock Purchase Plan and Ifs
Customer Stock Purchase Plan and by issuing
additional debt secuirities.

Estimates of construction expenditures, internal
funds available, mandatory and optlonal redemp-
tion of long-term secuiities, and working capital
requirements for the five-year period 1996-2000 are
set forth by year In the following table:

Total
1996 1997 1998 1999 2000
(Thousands of Dotars)

Construction Expenditures *:

Electric $39.200 $36,400 $42,900 $36,500 $39.100 $194,100

(e JN— 7.300 7.700 7900 8,200 8,500 39.600

Common 9.500 8,200 8400 8,600 7.600 42,300

Nuclear fuel 5,300 - 5,800 - 5,900 17,000

Totdl ... 61,300 52300 65,000 53,300 61,100 293,000

Intemal Funds Available: 64,900 55,600 56,600 59.800 62,100 299.000
Excess of Construction

Expenditures over Intemal Funds ~ (3.600) (3.300) 8400 (6,500) (1,000) (6,000)
Mandatory Redemption of

Long-term Secuirities:

Long-tem debt.......nnnin - 100 100 20,100 35,100 55400
Optional Redemption of Long-term

Securities:

Long-term debt.....cummnnin 30,000 - - - - 30,000

Preferred STOCK .o 13,000 - - - - 13,000
Working Copital Requirements .... (2,.900) 3.000 3.000 3.000 3.000 9.100
Total Cash Requirements............... $36.500 $ (200 $11,500 $16,600 * $37.100 $101,500

* Excluding the equity portion of Allowance for Funds Used During Construction (AFDC), a noncash ifem.

Estimates of construction expenditures are
subject to continuous review and adjustment, and
actual expenditures may vary from such estimates.
These construction expenditures include capitalized
overheads, nuclear fuel and the debt portion of
AFDC. {

Included in the construction expenditures are
expenditures which are required to comply with the
Clean Alr Act Amendments of 1990. The Company
estimates such required expenditures will cost
approximately $6.1 million. A discussion of the Clean
Alr Act Amendments Is Included In Note 8 of the

Notes under the caption entitled “Environmental
Matters - Clean Air Act Amendments.”

As shown in the table above, it is presently
estimated that funds available from internal sources
will finance 100% of the Company’s cash construc-
tlon expenditures for the five-year period 1996-2000.
During this same five-year period, total extemal
financing requirements are projected to amount to
$101.5 million, of which $55.4 miillion is related to the
mandatory redemption of long-term securitles and
$43.0 million Is related to the optional redemption of
long-term securities.
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CAPITAL STRUCTURE

Over the past few years, the Company has
substantially increased its common equity ratio
through retention of a portion of its eamings, offerings
of its common stock to the public, Issuances of its
common stock under its Automatic Dividend
Relnvestment and Stock Purchase Plan and its
Customer Stock Purchase Plan and redemption of
debt and preferred stock. One result of these recent
increases in its common equity ratio has been a
significant Improvement in its Interest coverage ratios
(as shown under *Financlal Indices” on page 30 of
this Report) which have also been Improved by the
refinancing of a portion of its debt at lower interest
rates. Despite a tightening of bond rating criteria
- applied to the electrc utility Industry, the Company
has maintained its bond ratings since 1991. The
Company’s bond ratings, which were recently
reaffirmed during 1995, are *A-" or equivalent by
Standard & Poor’s Comporation, Moody’s Investors
Service, Inc. and Duff & Phelps Credit Rating Co.,
and “A” by Fitch Investors Service. Standard & Poor’s
Comporation has revised Its outlook on the Company
from “stable” to “positive” in August 1995, citing the
Company’s “expectation of sustainable and modest
financlal Improvement based on gradual economic
growth and lower capital spending requirements.”
The Company’s long-term goalis to achleve and
maintain bond ratings at the *A” level.

Set forth below Is certain information with
respect to the Company’s capital structure at the
end of 1995, 1994 and 1993:

Year-end Capital Structure

1995 1904 1993

Long-tem debt .. 428% 43.0% 47.0%
Short-temn debt ...ciinneerinsens - 3 -
Prefemred StoCK . 7.5 89 . 86
Common equity e 49.7 47.8 44.4

100.0% 1000% 100.0%

FINANCING PROGRAM

On December 1, 1995, the Company paidin full
at maturity its 4.85% Promissory Notes. The $2.6 million
principal amount was funded through Intemal
sources.

The Company redeemed all of its outstanding
shares of 7.44% Cumulative Preferred Stock (par
value $100 per share) on October 1, 1995 at a
redemption price of $101.22 per share. The $12.1
million total redemption piice pald and assoclated
costs were funded through Intemal sources and from
the Issuance of 257,587 additional shares of common
stock durng 1995 through the Company’s Automatic

Dividend Reinvestment and Stock Purchase Plan
and its Customer Stock Purchase Plan.

On September 1, 1994, the Company retired at
maturity its 8 1/8% Series First Mortgage Bonds, of
which $50 million principal amount was Issued and
outstanding. The assoclated cash requirements
were financed from Intemal funds and from the
issuance of 285,317 additional shares of common
stock during 1994 through the Company’s Auto-
matic Dividend Relnvestment and Stock Purchase
Plan and its Customer Stock Purchase Plan.,

In 1993, the Company optionally redeemed two
serles of First Mortgage Bonds totaling $40 million and
two series of prefemred stock totaling $34.2 million.
These secuirities were refunded with similar securities
bearing lower Interest or dividend rates. In March
1993, the Company Issued 700,000 additional shares
of common stock through a public offering. These
funds were used to reduce short-term debt out-
standing and to fund working capital requirements.

The Company optionally redeemed on January 1,
1996 all of Its outstanding shares of 7.72% Cumulative
Preferred Stock (par value $100 per share) at a
redemption price of $101.00 per share. The $13.1
million redemption price pald and assoclated costs
were funded through Internal sources. Financlal
markets will continue to be monitored throughout
1996 by the Company for opportuntties to refinance
debt or preferred stock at lower cost.

By an Order Issued and effective October 17,
1994, the PSC granted the Company authorization
toissue and sell through December 31, 1996 up to
an additional $80 million of securities. This $80 million
can be composed of Medium Term Notes solely ora
combination of Medium Term Notes and up to $§40
million of Common Stock. For more information with
respect to such Order and the Company’s financing
program in general, see Notes § and 6 of the Notes.

SHORT-TERM DEBT

As more fully discussed in Note 4 of the Notes,
the Company has a revolving credit agreement with
four commercial banks for borrowing up to $50.0
million through December 14, 1997. In addition, the
Company continues to maintain confimmed lines of
credit totaling $1.5 million with two reglonal banks.
Also, the Company has short-term credit agree-
ments with four commercial banks totaling $130.0
million In the aggregate. Such agreements give the
Company competitive options to minimize Its cost of
short-term debt borrowing. Authorization from the
PSC limits the amount the Company may have
outstanding at any time under all of its short-term
borowing arrangements to $52.0 milion In the
aggregate,
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RATE PROCEEDINGS

Electrdc: The Company has no pending electric
rate case filed with the PSC and cannot predict
with certainty the date of its next filing. The
Company’s most recent electiic rate case was filed
November 12, 1992 and, by Order Determining
Revenue Requirement and Rate Design Issued and
effective February 11, 1994, the PSC pemmitted the
Company to increase its electric base rates by
$5.133 million (or approximately 1.3% on an annual
baslks), based on a 10.6% retum on common equity,
and an 8.58% retum on total invested capltal,

The Company’s electric fuel cost adjustment
clause also provides for a partial sharing of fuel cost
variations, pursuant to an incentive/penalty
formula. The PSC requires a sharing between the
customers and the Company of variations in actual
fuel costs from the forecasted amounts which have
been approved by the PSC for a specific twelve-
month period, whereby the Company bears 20% of
the first $10 million of variation and 10% of the
second $10 million of variation. Any varations In
excess of $20 milion are credited or charged, as
appropiiate, in total to the customers. In addition,
the Company credits to customers the net revenue
(gross revenue less Incremental costs, principaily
fuel) from sales of electrcity to other utilities after
adjusting for an 80%/20% sharing between custom-
ers and the Company, respectively, of any
variations from forecasted amounts which have
been approved by the PSC for a specific twelve-
month period. See subcaption "Deferred Electic
Fuel Costs” of Note 1 of the Notes.

Gas: On November 10, 1995, the Company
filed a request with the PSC to Increase its base
rates for firn natural gas service to produce anet
Increase In fim gas revenues of $2.422 million based
on projected operations during the rate year
comprised of the period November 1, 1996 through
October 31, 1997. This would represent an overall
Increase in firm gas revenues of 3%.

The higher rates have been requested to cover
Increases in capital and operating costs that are
projected for the rate year that are not adequately
provided for in present rates and will not be pro-
vided for by increased sales.

In lts filing, the Company requested an 11.50%
retum on common equity and a 9.22% retum on
total invested capltal. Itis not expected thatany
new gas rates, which may result from this filing, will
become effective before October 1, 1996.

Based on the Company’s proposed allocation
between firm customer classes, the proposed
Increase would be approximately 4.9% for residen-
tial customers and 1.0% for commerclal/industrial
customers. By Orderissued and effective Decems-
ber 4, 1995, the PSC suspended the rate increase
through Apiil 7, 1996.

The Company can make no prediction as to
what further action the PSC will take on ifs request,
Including the amount of any gas rate Increase
which may be authorized by the PSC.,

OTHER DEVELOPMENTS

Electric Sales to IBM: The Company'’s largest
customer Is Intemational Business Machlnes Corpo-
ration (IBM), which accounted for approximately
10%. 12% and 14% of the Company’s total electic
revenues for the years ended December 31, 1995,
1994 and 1993, respectively. Published reports
indicate that IBM reduced its employment in the
Company’s service teritory by approximately 400
employees in 1995, 2,600 employees In 1994 and
8.400 employees in 1993 to remain competitive ina
challenging marketplace. These reductions biing
the total number employed in the Company’s
service tenitory to 10,100, as compared to the peak
level of IBM employment in excess of 30,000 in 1985.
In 1995, IBM closed its facility in Kingston, New York
and relocated 1,500 of its workers to its facility In
Poughkeepsle, New York. Both facilities are in the
Company’s seivice tenitory. Durng 1993, IBM
phased out its semiconductor manufacturing
operations at Iits East Fishkill, New York facility, which
Is also in the Company’s service temitory. This
downsizing of IBM Is the main contributor to a
decline In 1995 of 18% In industrial electrc sales. This
is in addition to the 1994 and 1993 declines In
electric sales to IBM of 17% and 20%, respectively.

New Accounting Standards: The Company Is
currently reviewing the accounting implications of
SFAS No. 121, *Accounting for the Impalrment of
Long-Lived Assets and for Long-Lived Assets To Be
Disposed Of,” which s effective for its 1996 financlal
statements. As discussed in more detailin Note 1 of
the Notes, the Company does not expect that the
adoption of this standard will have a material
impact on the Company.

Environmental Issues: On an ongolng basis, the
Company assesses environmental Issues which
could impact the Company and its ratepayers.
Notes 1,2 and 8 of the Notes, discuss current
environmental Issues affecting the Company,
Including (i) the recent decommissloning study of
the Nine Mile 2 Plant, (i) the Clean Water Act and
Clean Alr Act Amendments of 1990, which require
control of emissions from fossil-fueled eléctric
generating units, (i} asbestos litigation cases, and
(iv) alegal action filed In 1995 against the Com-
pany by the City of Newburgh, New York after that
City discovered allegedly hazardous coal-tar
material on its property, in 1994, allegedly migrating
fromn a former manufactured gas plant facllity of
the Company located in Newburgh, New York.
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RESULTS OF OPERATIONS

The followin'g discussion and analysis includes an
explanation of the significant changes in revenues
and expenses when comparing 1995 to 1994 and
1994 to 1993. Additional information relating to
changes between these years is provided in the
Notes on pages 36 through 52 of this Report.

EARNINGS

Eamings per share of common stock are shown
after provision for dividends on preferred stock and
are computed on the basis of the average number
of common shares outstanding during the year. The
number of common shares, the eamings per share
and the rate of return eamed on average common
equity are as follows:

1995 194 193

Average shares

outstanding (0008) w.uusssieees 17,380 17,102 16,725
Eomings per share e $274 5268 $268
Relum eamed on common

equity per books® .. 105% 107% 11.1%

* Retum on equify for regulatory purposes differs from
these figures.

Eamings per share in 1995 increased $.06 per
share over 1994 results primarily because of a
decrease in maintenance costs of the Company’s
electiic generating plants and gas distribution and
transmission system in 1995, A decrease inthe
operation and maintenance costs assoclated with
the Nine Mile 2 Plant contributed to the total de-
crease In operation and maintenance costs as well,
Also contributing to the increase In 1995 eamings
was reduced Interest expense In 1995 resulting

OPERATING REVENUES

primarily from the 1994 retirement at maturity of

$50 million 8 1/8% Series First Mortgage Bonds,
Increased eamings related to PSC incentive pro-
grams related to fuel costs and energy efficiency,
and an $.,08 per share gain from the sale of long-term
stock investments in June and December 1995,

Partially offsetting these Increases to eamings
were significant decreases in electric and gas net
operating revenues attributable primarily to de-
creased sales from the warmer winter weather
experienced In the first quarter of 1995, as compared
to the same period of 1994, as well as decreased
sales to alarge Industial customer (IBM) in 1995. The
eamings per share In 1995 were also unfavorably
impacted by Increased depreciation expense on
the Company’s plant and equipment, Increased
property taxes and anincrease In the number of
shares of common stock outstanding.

In 1994, eamings per share remalned un-
changed from 1993, although earnings from nomnal
operations increased $.03 per share. Eamings In 1993
included a $.03 per share galn from the sale of long-
term stock Investments. The $.03 per share increase

.In eamings from normal operations in 1994 was due

prmaiily to lower Interest charges on the Company’s
outstanding debt, resulting In large part from retire-
ment at maturity on September 1, 1994 of $50 million
prncipal amount of 8 1/8% Series First Mortgage
Bonds, the refinancing of high interest rate debt and
prefetred stock In 1993, and increased gas net
operating revenues,

These 1994 Increases were partially offset,
however, by reduced eamings from PSC Iincentive
programs related to fuel costs and energy efficlency
programs, decreased electric net operating rev-
enues attributable primarily to decreased sales to
large industral customers, an Increase in the number
of shares of common stock outstanding, and
decreased eamings of non-regulated subsidiary
companiles.

Total operating revenues decreased $3.5 million (.7%) in 1995, as compared to 1994, and $1.7 million (3%) in

1994, as compared 1o 1993.
See the table below for details of the variations:

1995 1994
Electiic Gas Total Electric Gas Totdl
(Thousands of Dollars)
CuUstomMErSales vuemsrmnsiersianns $(2,711) $4,779 $(2,932) S (6.105 $ 4,555 $Q1.550)
Sales to other Utilities ... 2,017 2,017 (831) - 831
Increase inbase rates ... - - - 4,704 - 4,704
Fuel cost adjustment ... 3,346 (6,564) (3,218) (7.534) 6,234 (1,300
Deferred revenues ..., 1,374 21 1,395 3405 @88l (4,286)
MisCellanNBOoUS i (663) (52) (715) 1.328 230 1,558
| (o] (o | [, $(1,637) $(1,816) $(3,453) 5(11,843) $10,138 $(1,705)
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SALES

Sales of electicity within the Company’s service
temitory decreased 2% and 3% in 1995 and 1994,
respectively. The decline in sales experiencedin
1995 was primarily the result of unusual wam winter
weather experenced in the first quarter of 1995
when compared to the same period in 1994. This
1995 sales decrease was also impacted by the
continued declining usage by IBM. The decrease in
1994 sales largely occured due to a decline in
usage by IBM, as described under the above
caption entitled “Other Developments.”

Firm sales of natural gas decreased 5% in 1995
largely because of a decrease In usage by residen-
tial and commercial customers. In 1994, fim sales of
natural gas increased 4% primaiily due to anin-
crease in the usage by residential and commercial
customers. Changes in sales by major customer
classification are set forth below:

% Increase
(Decrease)
Electrc
. 1995 1994
Reslidential ... (2) 1
CommerCiQl..iimmemmsmneso. 1 3
INAUSHTIAL 1 verersreressessessreresesesensresanes (6) Q3)
Gas
1995 1994
Residential . remsesssnsssnenssanes (10) 3
10411 01=1 (o' o | (n 7
INAUSHIQL ...ccecrcnmineeninemerensesesenene - )

Resldential Electric Sales: Residential electic
sales are primaiily affected by the growth in the
number of customers and the change In kWh. usage
per customer. Customer usage is also sensitive to
weather. Changes in these components are set forth
in the table below:

% Increase
(Decrease)
from Pror Yeqr
1995 1994
Growth In number of customers.. - -
Change in average
usage per customer ........cvuuenees 2 1

The decreased customer usage in 1995 was
primarily due to the wamer winter weather experi-
enced In the Company’s service tenitory in the first
quarter of 1995. Heating degree days were 22%
lower in this quarter of 1995 than in the same quarter
in 1994, For the twelve months of 1995, heating
degree days decreased 12% when compared to the
results for the year 1994,

In 1994, the Increased usage per customer was
largely attributable to hotter summer weather as
cooling degree days increased 10% over 1993.

Commerclal Electric Sales: The components of
the changes in commercial electric sales are set
forth in the table below:

% Increqse
(Decreqse)
1995 1994
Growth In number of customers.. 2 1
Change in average usage
Per CUStOMET «uvrriseerenssensenseness (4)) 2

Industrial Electric Sales: In 1995, as compared to
1994, and 1994, as compared to 1993, industrial
electric sales decreased 6% and 13%, respectively,
due primairily to a decline in usage by alarge
industrial customer (IBM) of 18% In 1995 and 16% In
1994,

Gas Sales - Firm: The following tables set forth
customer growth, changes in customer usage and
heating degree days for the residential and com-
merclal classifications. Changes in residential and
commerclal gas sales are affected by weather
conditions.

% Increase
(Decrease)
from Prior Yeqr
Residential Sales
1995 194
Growth in number of customers...... - -
Change In average usage
per customer .....cvniecsinsnninnencnns (10) 3
Commercial Sales
' 1995 1994
Growth In number of customers...... 3 2
Change in average usage
per customer ... (7) 5
Degree Days
S 1995 1994
Bimonthly billng CYCl .uaunmenann 12) Q)
Calendar year ..uunnesiens (4 (€)

Firm gas sales to Industral customers for 1995
remained stable when compared to the prior year.
In 1994, firn gas sales to industial customers de-
creased 4% primarily due to the shift of two large
industdal customers from fim service to gas transpor-
tation service.

Gas Sales - Interruptible: Interruptible gas sales
increased 70% In 1995, as compared to 1994, and
33%In 1994, as compared to 1993. The 1995 and
1994 increases were due primarily to the sale of
natural gas to the other cotenant owners of the
Roseton Plant for use as a boiler fuel.
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NUCLEAR OPERATIONS

The Company owns a 9% interest as one of the
five tenants-in-common of the Nine Mile 2 Plant,
which s discussed in Note 2 of the Notes under the
caption entitled *Nine Mile 2 Plant.” The operations
of this Plant have continued to improve. The actual
capacity factor of 76.5% for 1995 exceeded the
targeted capacity factor of 73.2% included in the
Company’s electric fuel adjustment clause. The
actual cost of operation for 1995 was less than the
amounts provided in the Company’s rates. Both of
these factors contributed to a favorable impact on
eamings. In 1994, the actual cost of operation
approximated the amount provided for in the rate-
making process.

The Company has continued to participate
actively on the management, operations and
accounting committees for the Nine Mile 2 Plant and
expects to continue to do so in the future.

The Nine Mile 2 Plant is scheduled to commence
its fitth refueling outage in September 1996, with a
targeted 37-day duration.

Decommissioning of nuclear plants such as the
Nine Mile 2 Plant was an important part of the Energy
Policy Act of 1992, Through this act, the Uranium
Endchment Decontamination and Decommissioning
Fund was established. For further information on this
enactment, refer to Note 2 of the Notes. With
respect to Its interest in the Nine Mile 2 Plant, the
Company based its 1995 decommissioning cost
estimates on the decommissioning study completed
in 1989. Asmore fully discussed in Note 2 of the
Notes, a recent decommissioning study was com-
pleted in December 1995. The Company believes
that decommissioning costs, if higher than currently
estimated, will ultimately be recovered in the rate-
making process, although no such assurance can be
given,

SHARING ARRANGEMENTS

~ Pursuant to certain incentive formulas approved

by the PSC, the Company shares, with its customers,
certaln revenues and/or cost savings exceeding
defined predetemined levels. These incentive
formulas, in some cases, include penalty provisions
for shortfalls from the targeted levels as well.

Incentive formulas are In place for fuel cost
vaiiations, sales of electiicity to other utilities and
interruptible gas sales.

The net effect of these Incentive formulas was to
increase pretax eamings by $4.0, $2.1 and $2.0 million
during 1995, 1994 and 1993, respectively.

.OPERATING EXPENSES

As aresult of the Company’s continuing efforts to
reduce costs of operation, the Company experi-
enced asignificant reduction in its operating
expenses, especlally In the operation and mainte-

nance costs of its generating and nuclear plants,
when comparing 1995 to 1994 results. Changes from
the prior year in the components of the Company’s
operating expenses are listed below:

Increase or (Decrease)
from Prior Year
1995 1994
Amount % Amount %
(Dotlars In Thousands)
Operating Expenses:
Fuel and purchased
electicity ..vvernerans $ 1,279 1 $(10266) (®
Purchasednaturalgas 1,751 3 6,688 12
Other expenses of
operation ....ceeuinenns (2,354) @) 3436 4
Maintenance ... (2,905) (10) (2.381) (8)
Nine Mile 2 Plant
operation and
maintenance ... ®79 & 773 5
Depreclation and
amortization ... 1,087 3 698 2
Taxes, other than
Income tax wuenienene (190) - 1336 2
Federalincome tax ... 997 4 660y @
| (o] (o | IR 2% - § @ -

The most significant elements of operating
expenses are fuel and purchased electricity in the
Company’s electic department and purchased
natural gas In the Company’s gas department.
Approximately 28% In 1995 and 27% in 1994 of every
revenue dollar billed in the Company’s electric
departiment was expended for the combined cost
of fuel used In electric generation and purchased
electiicity. The comesponding figures In the
Company’s gas department for the cost of pur-
chased gas were 61% and 58%, respectively.

In 1995, the combined cost of fuel used in
electric generation and purchased electricity
increased $1.3 milion (1%) primarily due to a 1%
increase In total system sales which included sales to
other utilities. In 1994, the combined cost of fuel
used In electic generation and purchased electric-
ity decreased $10.3 million (8%) resulting primarily
from lower per unit costs and decreased sales of
electrcity.

In an effort to keep the cost of electiicity at the
lowest reasonable level, the Company purchases
energy from other member companies of the New
York Power Pool, whenever such energy can be
purchased at a unit cost lower than the incremental
cost of generating the energy In the Company’s
plants.

Purchased natural gas increased $1.8 million
(3%) In 1995 largely because of higher interruptible
gas sales including gas used as a boiler fuel at the
Roseton Plant. The 1994 $6.7 million (12%) increase in
gas purchased was due primaiily to increased sales
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of natural gas to the other cotenant owners for use
os a boiler fuel at the Roseton Plant and increased
sales of natural gas to resldentlal and commercial
customers. As discussed In Note 8 of the Notes,
competitively bid contracts that the Company has in
place for a majority of its gas supply will expire in 1996
after the 1995-1996 winter heating season and are
expected to be replaced with competitively bid
contracts with third-party gas suppliers.

Other expenses of operation decreased $2.4
million (3%) in 1995 primarily because of decreased
costs of the Company’s electic distribution and
transmission system. The 1994 increase of $3.4 million
(4%) in other expenses of operation was primarily due
to higher employee wages and assoclated fringe
benefits.

Maintenance expenses decreased $2.9 million
(10%) in 1995 due largely to a $3.5 million decrease in
costs assoclated with the Company’s electric
generating plants and a $1.6 milllon decrease in leak
repair costs on the Company’s gas distribution and
fransmission system. These decreases were partially
offset by a $2.0 million increase in the Company’s
electric distibution and transmission system costs
largely resulting from Increases to storm costs and
tree timming expenses in 1995, The 1994 decrease
of $2.4 milion (8%) in maintenance expenses was
due primarily to $4.1 million of higher costs incurred in
1993 for the scheduled major overhauls of Units 3 and
4 at the Danskammer Plant with no comparable
overhauls in 1994, These costs were partially offset by
a $1.9 million increase In maintenance costs related
to the Company’s gas transmission and distribution
systemin 1994,

The Company’s portion of operating expenses,
taxes and depreclation pertalning to the operation
of the Nine Mile 2 Plant are Included in the
Company’s financlal resulis. In 1995, the Company’s
portion of the costs of the Nine Mile 2 Plant de- .
creased $879,000 (6%) due primarily to a decrease in
the nuclear plant’s operation and maintenance
costs, The Company’s portion of the 1994 costs of
the Nine Mile 2 Plant increased $773,000 (5%) due to
the inclusion of approximately $1.7 million of non-
recuring expenses largely attributable to Niagara
Mohawk’s comporate restructuring efforts at the Nine
Mile 2 Plant.

The Company’s composite rate for depreciation
amounted to 3.14%In 1995, 3.16% In 1994 and 3.17%
in 1993 of the original cost of average depreciable
property. The ratio of the amount of accumulated
depreclation to the cost of depreclable property at
December 31 was 35.3% In 1995, 34.5% In 1994 and
32.8%In 1993.

Property taxes, Including school taxes, Increased
$1.2 milion and $1.5 million in 1995 and 1994, respec-
tively.

State and local taxes levied on gross revenues
decreased $1.2 million and $406,000 In 1995 and
1994, respectively. The 1995 decrease in revenue
taxes was largely due to a change in New York State
tax law, reducing the surcharge tax rate for utility
setvice from 12.5% to 7.5% effective June 1, 1995. In
1994, the revenue taxes decreased due to the
reduced rate of the New York State Surcharge Tax
for utility service from 15% to 12.5% effective June 1,
1994,

With the enactment in August 1993 of the
Omnibus Budget Reconclliation Act of 1993 (OBRA),
the comporate federal income tax rate increased
from 34% to 35%, effective January 1, 1993. The PSC
authorized deferral of the resultant increase In the
cormporate federalincome tax rate in 1993 until its
disposition is determined in the next rate case.

See Note 3 of the Notes for an additional analysis
and reconciliation of the federal income tax.

OTHER INCOME AND INTEREST CHARGES

Other income (excluding AFDC) increased $1.7
million (23%) In 1995 and $921,000 (14%) in 1994. The
increase was substantially due to the gain on the
sale of long-term stock Investments in June and
December 1995 which is more fully discussed in Note
10 of the Notes. Otherincome increased in 1994
primarily because of anincrease In the amount of
Mirror CWIP which flowed through the income
statement as a rate moderator, prescribed by the
Order of the PSC Issued and effective February 11,
1994, as referred to above under the caption
entitled “Rate Proceedings - Electric.”

Totalinterest charges (excluding AFDC) de-
creased $2.2 million (7%) In 1995 and $1.2 million (4%)
in 1994, The following table sets forth some of the
pertinent data on the Company’s outstanding debi:

1995 194
(Thousands of Dotars)

Long-term debt:

New debt issued .....ouenees $ - $ - $40000
Debt retired ...ervrvervesesses 2,562 50,000 40,000
Qutstanding ot year-end*:

Amount (including

current portion) ... 391,716 393,863 443,897
Effectiverate .. 7.00% 67%  675%
Short-temn debt:

Average daily amount

outstanding ..veecmrserenn: $ 103 § 16 § 330
Welghted average

interest rate ..cusinn 6.16% 6.69%  3.94%

‘Including debt of subsidiarles of $6.3 million In 1995 and
$4.8 million in 1994 and 1993.

See Notes 4 and 6 of the Notes for additional Information on
short-term and long-term debt of the Company.
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FINANCIAL INDICES

Selected financlal indices for the last five years are set forth in the following table:

Pretax coverage of
totalinterest charges:

Including AFDC ....ccvicimmnnannsnennmnmnssnneam
Excluding AFDC uiininnsnmnnimmsssassieisismsensn

Pretax coverage of total interest

charges and prefemred stock dividends ......uevmienisienn

Percent of construction expenditures

financed from INtemal funNds ...

AFDC and Mirror CWIP* as a percentage

ofincome available for common StOCK .cccuersrsssnrsrnisens

Effective taXIale ..o

1995 1994 1993 192 1Rl

3.68x 338k 3.29x 3.07x 270x
343x 3.15x 3.15x  295x 262

.................... 297x 274x  2.65¢x 249x 222

100% 100% 100% 100%  88%

16%  16% 11% 10% 8%

.................... 35% 35% 35% 34%  33%

Refer to Note 1 of the Notes entitled “Summary of Significant Accounting Policies” under subcaptions

*Rates, Revenues and Regulatory Matters” and “Deferred Finance Charges - Nine Mile 2 Plant” fora

definition of Mimror CWIP.

COMMON STOCK
DIVIDENDS AND
PRICE RANGES

The Company and its principal predecessors
have pald dividends on its common stock in each
year commencing 1903, and the common stock of
the Company has been listed on the New York
Stock Exchange since 1945, The price ranges and
the dividends pald for each quarterly period during
the Company’s last two fiscal years are Indicated
on page 15 of this Report.

On June 25, 1993, the Company increased the
quarterly dividend rate on its common stock to
$.515 per share and on June 24, 1994 Increased
such quarterly dividend rate to $.52 per share. On
June 23, 1995, the Company further increased such
quartery dividend rate to $.525 per share. The
Company presently intends to increase future
common stock dividends by a modest amount if
and to the extent supported by sustained eamings
growth, while at the same time gradually reducing
the Company’s payout ratio; however, any deter-

mination of future dividend declarations, and the
amounts and dates of such dividends, will depend
on the circumstances at the time of consideration
of such declaration.

The number of registered holders of common
stock as of December 31, 1995 was 25,422, Of
these, 24,725 were accounts in the names of
Individuals with total holdings of 6,225,354 shares, or
an average of 252 shares per account. The 697
other accounts, in the names of institutional or other
non-individual holders, for the most part, hold shares
of common stock for the benefit of individuals.

The Company’s 4.85% Promissory Notes be-
came due and were retired on December 1, 1995.
Therefore, the limitalions contained in these notes,
upon the right of the Company to declare or pay
any dividend or make any other distribution on or
acqulre, for a consideration, any shares of its
common stock, no longer apply. Thus, at Decem-
ber 31, 1995 the amount of retained eamings
available for dividends on the Company’s common
stock Is 100% of the amount reported in the Consoli-
dated Balance Sheet.
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REPORT OF INDEPENDENT ACCOUNTANTS
€D Price Waterhouse rrp

To the Board of Directors and Shareholders of Central Hudson Gas & Electric Corporation

In our opinion, the accompanying consolidated balance sheet and the related consolidated state-
ments of Income, of retained eamings and of cash flows present fallly, In all material respects, the financial
position of Central Hudson Gas & Electric Corporation and its subsidiaries at December 31, 1995 and 1994,
and the results of thelr operations and thelr cash flows for each of the three years in the perlod ended De-
cember 31, 1995, in conformity with generally accepted accounting principles. These financlal statements
are the responsibility of the Company’s management; our responsibillity Is to express an opinion on these fi-
nanclal statements based on our audits. We conducted our audits of these financial statements in
accordance with generally accepted auditing standards which require that we plan and perform the audit
to obtain reasonable assurance about whether the financial statements are free of material misstatement.
An audit Includes examining, on a test basls, evidence supporting the amounts and disclosures In the finan-
clal statements, assessing the accounting principles used and significant estimates made by management,
and evaluating the overall financlal statement presentation. We belleve that our audits provide a reason-
able basls for the oplnion expressed above.

/ (] —
New York, New York
January 26, 1996

STATEMENT OF MANAGEMENT’S RESPONSIBILITY

Management Is responsible for the preparation, integrity and objectivity of the consolidated financial
statements of Central Hudson Gas & Electriic Corporation and Its subsidiaries (collectively, the Company) as
well as all other Information contalned In this Annual Report. The consolidated financial statements have
been prepared in conformity with generally accepted accounting principles and, in some cases, reflect
amounts based on the best estimates and jJudgements of the Company’s Management, giving due consid-
eration to materiality.

The Company maintains adequate systems of Internal contro! to provide reasonable assurance, that,
among other things, transactions are executed In accordance with Management’s authorization, that the
consolidated financial statements are prepared In accordance with generally accepted accounting prin-
clples and that the assets of the Company are properly safeguarded. The systems of Internal control are
documented, evaluated and tested by the Company’s Internal auditors on a continuing basls. Due to the in-
herent limitations of the effectiveness of Internal controls, no Internal control system can provide absolute
assurance that errors will not occur. Management bélleves that the Company has maintained an effective
system of Internal control over the preparation of Its financlal Information including the consolidated financlal
statements of the Company as of December 31, 1995,

Independent accountants were engaged to audit the consolidated financial statements of the Com-
pany and Issue their report thereon. The Report of Independent Accountants, which Is presented above,
does not Iimit the responsibllity of Management for information contained in the consolidated fi ncnclcl state-
ments and elsewhere in the Annual Report.

The Company’s Board of Directors maintains a Committee on Audit which is composed of Dlrectors who
are not employees of the Company. The Committee on Audit meets with Management, its Internal Auditing
Manager, and its independent accountants several times a year to discuss intemal controls and accounting
matters, the Company’s consolidated financial statements, the scope and results of the audits performed by
the Independent accountants and the Company’s Internal Auditing Department. The Independent accoun-
tants and the Company’s Internal Auditing Manager have direct access to the Committee on Audit.

c‘jﬁwf.m- O £

JOHNE. MACK, Il DONNA S. DOYLE
Chairman of the Board and Controller
Chief Executive Officer

January 26, 1996
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CONSOLIDATED BALANCE SHEET

At December 31, (n Thousands) 1995 1994
ASSETS
Utility Plant
ElECHIC vuvverrserrerrenrisssesisenssissnsensisnsesnisnsssnesersonesstsssesstsssnssanssessansnsssassonssss $1,149,233 $1.114,574
o [ PP 140,341 131,830
L@70] 211270 o P 83,220 80,652
[\ (8703 (=T [ {0 1= Y 32,541 31,525
1,405,335 1,358,581
Less: Accumulated deprecCiation ..., 490,576 462,105
Nuclear fuel amorization ... e ———— 26,435 23,655
888,324 872,821
Construction Work In Progress .o 48,770 58.252
Net Utility Plant ....coviecnmeeemcrmssnmsmmsnsessssmass 937,094 931,073
Other Property and Investments........cviimeninssneniien, 11,332 10,948
Current Assels
Cash and cash equIvVAlents ... 15,478 5,792
Accounts receivable from customers - net of allowance for
doubtful accounts; $2.5 million in 1995 and $2.0 milllion in 1994... 44,536 43,908
Accrued unbillled utility revenues ... 15,806 15,076
Other receivables.....inn e 4,674 5,953
Materials and supplies. at average cost:
FUBI rrivirniieenniisnieeiesesnisessenisssssesiessensinsssssinessss anssns senssanssnssssssasssassne 13,319 19,293
Construction and operating ......ccerrvccmnrnnnnesensenm 14,271 14,096
Special deposits and prepayments ... 12,659 12.092
Total Current Assets ... o 120,743 116,210
Deferred Charges
Regulatory assets (NOE 1) i 159,907 169.808
Unamortized debt eXpense ... Trererresennsenes 6,080 6,627
L] 15 1= T 14,936 16,215
Total Deferred ChArges..... ..o 180,923 192,550
TOTAL ASSETS vovveererersrsmisemsmmsnesessensenesssassessssssssesssssnssnesassesenessssesssssnssnssasnaens $1,250,092 $1.250.,781

The Notes to Consoliclated Financial Statements are an Infegfal part hereof.
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At December 31, (In Thousands) 1995 1994
CAPITALIZATION AND LIABILITIES
Capitalization
Common Stock Equity
Common stock, $5 par value (NOtE 5) ....ueviimsenerensessessesenses 87,480 S 86,192
Pald-In capital (NOIE 5) ... 282,942 277,205
Retained eamings ..o 90,475 79.284
Capltal STOCK EXPENSE .uvvicvireiimiiresinimsisiessnisenessaessssesssessessess (6,658) b.773)
Unrealized gain on investment (Note 10) ......cvecnninnenions S - 823
Total Common SIOCK EQUITY .....uvcieiiiimmmisimenenisesessesenisnes 454,239 436,731
Cumulative Preferred Stock (Note 5)
Not subject to mandatory redemplion ..., 21,030 46,030
Subject to mandatory redemplion ... 35,000 35,000
Total Cumulative Preferred SIoCK ... 56,030 81,030
Long-term Debt (NOTE 6) ...uviicniiisnmmmmiememensssnenenenesssessns 389,245 389,364
Total Capitalization.......cccirererieismniersessnooasmenn.. 899,514 907,125 -
Current Liabilities .
Current redemption of preferred StoCK ... 13,000 -
Current maturities of long-term debt ..., 1,577 3,525
NOtEs PAYADIE i ssessessnns - 3,000
ACCOUNTS PAYADIE eviniiriieniaresmsimmmsesissesnisissseass e sssssresssens 24,433 29,441
DIVIENds PAYADIE ......cvvniiiremensmniniassesssssseniesss e 10,244 10,246
Accrued taxes and INTErest ........oueiimimniiennomenoamen——m. 7,824 6,829
Accrued vacation (NOE 1) ... 4,157 4,081
CUSTOMET ABPOSIES crrreerrsrrinsrsensinmrenmitissisesessisesenmssssssssssessesssessssssses 4,021 3,763
1O 1 7= O T 6,166 5,556
Total Current LIADIIES ....ccvcrvieisnevinmisersesereimrmessisenssseesessasessons 71,422 66441
Deferred Credits and Other Liabilities
Regulatory liabilities (NOIE 1)...ccuiiinnmrcemnmnennmseesees 74,132 72,134
OPeraling ESEIVES . sasessssssessens 6,024 5,663
L 15T O RUR 9,659 19,463
Total Deferred Credits and Other Liabilities .....c.ceeceereirernsncas 89,815 97.260
Accumulated Deferred Income Tax (NOI@ 3) ...vvviirenminniensnenesnesenenes 189,341 179,955
Commitments and Contingencles (Notes 2 and 8) ....ccuresererermssissises
TOTAL CAPITALIZATION AND LIABILITIES .....ccovcvrnirensersnssnsonsesesnssesnessessesane $1,250,092  $1,250,781

The Notes to Consolidated Financlal Statements are an integral part hereof.
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CONSOLIDATED STATEMENT OF INCOME

Year Ended December 31, (In Thousands) 1995 1994 1993
Operating Revenues
EIOCHIC tvrvcreseiemrmssrsarmssmsesssnsnisnisesamsanssssnsssmssessssssssnssassesasarniassananesneses $396,673 $400,327 $411,339
[T L3P 102,770 104,586 94,448
Total - OWN TEIHTONY cuuvverirureressesessessasessssnsessssnsssssssssssssessssesessrns 499,443 X ,
Electric sales to other Utilifies cuuinanmmmimsannena . 12,772 10,755 11,586
Total Operating Revenues......caimaimnemnen 512,215 X 517,373
Operating Expenses
Operation:
Fuel used in electric generation ......uviananainnaane 60,940 67,899 72,291
Purchased eleChiCY ......ccrnmmnnmnmmmomonnumne 52,323 44,085 49,959
Purchased NAtUIAl GOS v, 62,339 60,588 563,900
Other expenses Of OPeration ......c.cwaniennsnasmons. 99,063 101,925 98,327
MAINTENANCE cicirimrrcrnriiisnsiisssenssmemnmmn 29,440 32,716 34,486
Depreciation and amortization (Note 1) " 41,467 40,380 39.682
Taxes, other than Income tax ....vciniinien “ 66,709 66,899 65,564
Federal Income 1ax (NOI© 3) ..., 29,040 28.043 28.603
Total Operating EXpenses .......ccmnnemsanamaenn 441,321 X K
Operating INCOME ....ciicsmemsas s 70,894 73,133 74,561
Other Income and Deductions
Allowance for equity funds used during construction (Note 1) ..... 986 866 934
Federal income tax (Note 3) cnnnnnmenannnaneneens. 353 1,237 1,445
Other = Net s s 8,886 6,296 - 5,167
Total Other Income and Deductions ........ccuininsiinien \ . K
Income before Interest Charges.....umenmmnnnnimonaneeonsne 81,119 81,632 82,107
Interest Charges
Interest on long-term debt 25,925 27.541 28,877
Other INTErEst v 1,917 1,784 1.204
Allowance for borrowed funds used :
during construction (NOte 1) v (514) (515) b1
Amortization of expense on debt...annniinanannanene. 1,069 1,793 2.247
Total Interest Charges.........cuvnnimmmannaniie . , .
Net INCOMEO s 52,722 50,929 50,390
Premium on Preferred Stock Redemption - Net ..o 169 - -
Dividends Declared on Cumulative Preferred StocK .....cummenineninin 4,903 5,127 5,562
Income Available for Common StOCK ... $ 47,650 $ 45,802 S 44,828
Common Stock:
Average shares outstanding (000S) ....cummrisssianesssinseseassinen 17,380 17,102 16,725
Earnings per share on average shares outstanding e $2.74 $2.68 $2.68

CONSOLIDATED STATEMENT OF RETAINED EARNINGS

Year Ended December 31, (n Thousands) 1995 1994 1993
Balance at beginning of YEdr ..o $ 79,284 $ 69.023 $ 58,692
NE INCOME .ioiiverceernemrmmrrareisssmssmnimeneamnieseers s 52,722 50.929 50.390
132,006 119,952 109,082
Premium on Preferred Stock Redemption - Net .........c.cciiinicnnnnninnna 169 - -
Dividends declared:
On cumulative preferred stoCK.. .. 4,903 5127 5,562
On common stock
(52.095 per share 1995; $2.075 per share 1994;
$2.045 per Share 1993) .o 36,459 35541 34497
41,362 40,668 40,059
Balance at end Of YEOr ..o $ 90,475 $ 79,284 $ 69023

The Notes to Consolidated Financlal Statements are an Integral part hereof,
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CONSOLIDATED STATEMENT OF CASH FLOWS

Year Ended December 31, (In Thousands) . 1995 1994

0 Operating Activities
Net Income $52,722 $50,929

Adjustments to reconcile net income to net cash
provided by operating activitles:
Depreciation and amortization including

nuclear fuel amortization 43,887
Deferred income taxes, net 15,593
Allowance for equity funds used during construction 934)
Nine Mile 2 Plant deferred finance charges, net (7.987)
Provislons for uncollectibles 3431
Accrued pension costs (2.562)
Gain on sale of long-term Investment 670)
Deferred gas costs 2974
Deferred gas refunds 416
Other - net y 3.807
Changesin cumrent assets and liabllities, net: .
Accounts recelvable and unbllled utility revenues (3.701)
Materials and supplies 2,028 2,623
Special deposits and prepayments 444
Accounts payable 887 668
Accrued taxes and interest 219 4.561)
Other current liabillities 7
Net cash provided by operating activities N5522 97877
Investing Activities
Additions to plant ... (50,269) (58,045) (64,037)
Allowance for equity funds used during construction .....c.inenas 986 866 934
Net additions 10 Plant....eweieeinmonnmmonmmsmmmmomm (49,283) 567.179) (53,103)
Roseton Plant restoration costs related to fire damage .....cveeiarins - (853) (9.454)
Insurance recoveries related to Roseton Plant restoration ..., - 4,371 5,936
Nine Mile 2 Plant decommissioning trust fund ...c.ccieeienenimninanann (1,895) (895) (942)
Proceeds from sale of long-term Investments ...c.uieeisnanan. 2,879 - 2212
Ofher-net .iinnnnnsoisnnnsssss s s (1,161) (2,648) (215)
Net cash used in investing activities ... e renserenesevasasrnaer (49,460) (57.,204) (55,566)
Financing Activities
Proceeds from issuance of:
Long-term debt ... 1,000 230 41,722
Common STOCK uuvnnisemmesnsrrsnmennemnisen N 7,064 7.783 30,122
Cumulative preferred StoCK .uimmunmnunnmnnmmmmnmsmmmng. - - 35.000
Net borrowings (repayments) of short-term debt ....cveeciiicnceinenen (3,000) 3,000 (15,000)
Retirement and redemption of long-term debt .......ccecinnecncsinnien 3,139 (50,273) (41443
Retirement and redemption of cumulative preferred stocK....cuane (12,000) - (35,000)
Premium on preferred stock redemption ..., 146) - -
Dividends paid on cumulative preferred and common stock ..., (41,364) (40,328) (39.527)
Issuance and redemplion COSES ... (20) (110) 2271
Net cash used In financing Achvitles ..., (51,605) (79.698) (26.397)
Net Change in Cash and Cash Equivalents............cvciieercrsnnnnsisiinsanens 9,686 (21,380) 15,914
Cash and Cash Equivalents at Beglinning of Yedr ..........cccccevninrerinn e 5,792 27.172 11,258
Cash and Cash Equivalents at End of Year.......ccerccmmnnncscnncninsinine, $ 15,478 $ 5792 $27.172
Supplemental Disclosure of Cash Flow Information
Interest pald (net of amounts capitalized) ... $26,738 $ 28,681 $30,287
m Federalincome taxes Pald ..o, 14,100 12,100 13.000
The Notes to Consolidated Financlal Statements are an integral part hereof.,
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE1 - SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES

General: The Company Is subject to regulation by
the Public Service Commission of the State of New
York (PSC) and the Federal Energy Regulatory
Commission (FERC) with respect to Its rates for service
and the maintenance of Its accounting records. The
Company’s accounting policles conform to generally
accepted accounting principles as applied to
regulated public utilities and are Iin accordance
with the accounting requirements and rate-making
practices of the regulatory authorities having
jurisdiction.

Certain amounts from prior years have been
reclassified on the consolidated financial statements
to conform with the 1995 presentation. Preparation
of the financlal statements includes the use of
estimates.

Principles of Consolidation: The consolidated
financlal statements Include the accounts of the
Company and its subsidiaries. All intercompany
balances and transactions have been eliminated.

The Company’s subsidiarles are each wholly
owned, and consist of landholding, cogeneration or
energy management companles. The net income
of the Company’s subsidiares Is reflected in the
Consolidated Statement of Income as other non-
operating Income.

Utility Plant: The costs of additions to utility plant and
replacements of retired units of property are capital-
ized at original cost. The Company’s share of the
costs of Unit No. 2 of the Nine Mile Point Nuclear
Station (Nine Mile 2 Plant) are capitalized at orginal
cost, less the disallowed Investment of $169.3 million
which was recorded in 1987. Costs include labor,
materials and supplies, indirect charges for such
items as transportation, certain taxes, pension and
other employee benefits and an allowance for the
cost of funds used during construction (AFDC).
Replacement of minor items of property Is included in
maintenance expenses.

The original cost of property, together with
removal cost, less salvage, Is charged to accumu-
lated deprecilation at such time as the property Is
retired and removed from service.

Joinlly Owned Facilities: The Company has a 9%, or
102.9 MW, undivided Interest In the 1,143 MW Nine
Mile 2 Plant (see Note 2) and a 35%. or 420 MW,
undivided interest in the 1,200 MW Roseton Steam
Elechic Generating Piant (Roseton Plant) (see Note 8
caption *Roseton Plant”).

The Company’s pro rata shares of the investments

" In the Nine Mile 2 Plant and the Roseton Piant, as

included In its Consolidated Balance Sheet at
December 31, 1995 and 1994, were:

1995 1994
(Thousands of Dolars)
Nine Mile 2 Plant
Plant In service $315,423  $309.893
Construction work in progress 594 3.941°
Accumulated depreciation (55,319) (48,248)
Roseton Plant
Plant in service $133,741  $130,310
Construction work in progress 1,872 3,740
Accumulated depreciation (71,880) (70.525)

Allowance For Funds Used During Construction: The
Company includes In plant costs AFDC approxi-
mately equivalent to the cost of funds used to
finance construction expenditures. The concumrent
credit for the amount so capitalized is reported in the
Consolidated Statement of Income as follows: the
portion applicable to borrowed funds is reported as
areduction of interest charges while the portion
applicable to other funds (the equity component, a
noncash item) Is reported as otherincome. The
AFDC rate was 8.50% in 1995, 8.50% in 1994 and
8.75% In 1993.

Depreciation and Amortization: For financial state-
ment purposes, the Company’s depreciation
provisions are computed on the straight-line method
using rates based on studies of the estimated useful
lives and estimated net salvage of properties, with
the exception of the Nine Mile 2 Plant which is
depreciated on a remaining life amortization
method. The year 2026, which is the year in which
the Nine Mile 2 Plant operating license expires, is
used as the end date in the development of the
remaining life amortization. Reference is made to
the caption “*Operating Expenses” in
“"Management’s Discussion and Analysis of Financial
Condition and Results of Operations” for the ratio of
the total provision for depreciation to the original
cost of average depreciable property. The Com-
pany performs depreciation studies on a continuing
basis and, upon approval by the PSC, periodically
adjusts the rates of its various classes of depreciable
property. The most recent study was performed in
1993. The provision for depreciation of transportation
equipment is charged indirectly to various asset and
expense accounts.

For federal income tax pumposes, the Company
uses an accelerated method of depreciation and
generally uses the shortest life permmed foreach
class of assets,
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Amortization of Nuclear Fuel: The cost of the Nine
Mile 2 Plant nuclear fuel assemblies and compo-
nents Is amortized to operating expense based on
the quantity of heat produced for the generation of
electic energy. Niagara Mohawk Power Corpora-
tion (Niagara Mohawk), on behalf of the Nine Mile 2
Plant cotenants, has entered into an agreement
with the U.S. Department of Energy (DOE) for the
ultimate disposal and storage of spent nuclear fuel.
The cotenants are assessed a fee for such disposal
based upon the kilowatt-hours generated by the
Nine Mile 2 Plant. These costs are charged to
operating expense and recovered from customers
through base rates or through the electric fuel cost
adjustment clause described below. The Company
cannot now detemmnine whether such amangements
with the DOE will ultimately provide for the satisfac-
tory permanent disposal of such waste products.

Cash and Cash Equivalents: For pumposes of the
Consolidated Statement of Cash Flows, the Com-
pany considers temporary cash investments with an
original maturity of three months or less to be cash
equivalents.

Federal Income Tax: The Company and its wholly
owned subsidiaries file a consolidated federal
Income tax retum. Federalincome taxes are
allocated to operating expenses and otherincome
and deductions In the Consclidated Statement of
Income. Federalincome taxes are deferred under
the liability method In'accordance with Financlal
Accounting Standard No. 109 “Accounting for
Income Taxes.” Under the liabllity method, defered
Income taxes are provided for dli differences
between financial statement and tax basis of assets
and liabllities. Additional deferred income taxes
and offsetting regulatory assets or liabilities are
recorded to recognize that income taxes will be
recoverable or refundable through future revenues.

Rates, Revenues and Regulatory Matters: Electic
and gas retail rates, including fuel and gas cost
adjustment clauses, applicable to intrastate service
(other than contractually established rates for
service to municipalities and govemmental bodies)
are regulated by the PSC. Transmission rates,
facilities charges and rates for electricity sold for
;%?%e Ininterstate commerce are regulated by the

Revenues are recognized on the basls of cycle
blllings rendered monthly or bimonthly. Estimated
revenues are accrued for those customers billed
bimonthly whose meters are not read in the current
month.

The Company’s taiiff for retail electric service
includes a fuel cost adjustment clause pursuant to
which electric rates are adjusted to reflect changes
in the average cost of fuels used for electic genera-
tion and in certain purchased power costs, from the
average of such costs included in base rates. The
Company’s taiiff for gas service contains a compa-
rable clause to adjust gas rates for changes in the
price of purchased natural gas and certaln costs of
manufactured gos.

Regulatory Assets and Liabilities: Certain utility
expenses and credits normally reflected cumrently in
Income are deferred on the balance sheet as
regulatory assets and liabilities and are recognized in
Income as the related amounts are included in
service rates and recovered from or refunded to
customers in utility revenues.

The following table sets forth the Company’s
regulatory assets and liabilities:

At December 31, 1995 1994
Regulatory Assets (Debits): (In thousands)
Deferred finance charges -

Nine Mile 2 PIont .o $70760 $ 71904
Income taxes recoverable

through future 1ates ... 65,723 69331
Deferred energy efficiency cost......... 11,046 9.583
Other 12,378 18990

Total Regulatory Assets $159,907 5169808
Regulatory Liabilities (Credits):

Defermred finance charges -

Nine Mile 2 PIont ... $ 28,431 $ 34431
Income taxes refundable ... 29,093 28,383
Deferred unbilled gas revenues ... 4,030 3,764
Deferred OPEB cosls over collection.. 3,600 -
(071117 S 8,978 5,566

Total Regulatory LIGbIHES .uusresens $ 74,132 $72134

Deferred Finance Charges - Nine Mile 2 Plant:
During the construction of the Nine Mile 2 Plant, the
PSC authorized the inclusion in rate base of increas-
Ing amounts of the Company’s investment in that
Plant. The Company did not accrue AFDC on any of
the Nine Mile 2 Plant construction work In progress
(CWIP) which was Included In rate base and for
which a cash retum was being allowed; however,
the PSC ordered, effective January 1, 1983, that
amounts be accumulated in deferred debit and
credit accounts equal to the amount of AFDC which
was not being accrued on the CWIP included in rate
base (Miror CWIP). The balance in the deferred
credit account Is available to reduce future revenue
requirements by amortizing portions of the deferred
credit to other Income or by the elimination through
wilting off other deferred balances as directed by
the PSC. The Company expects such application of
the deferred credit will occur over a period substan-
tially shorter than the life of the Nine Mile 2 Plant,

* When amounts of such deferred credit are gppliedin

order to reduce revenue requirements, amortization
Is started for a coresponding amount of the de-
ferred debit, which amortization continues on alevel
basis over the remaining life of the Nine Mile 2 Plant
resulting in recovery of such comresponding amount
through rates. Mirror CWIP Is expected to be ex-
hausted by the end of the useful life of the Nine Mile
2 Plant elther through the amortization or write-off
procedures described above or through the write-off
of the remaining debit and credit as directed by the
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PSC. The net effect of this procedure Is that at the
end of the amortization perlod for the deferred
credit, the accounting and rate-making treatment
will be the same as if the Nine Mile 2 Plant CWIP had
not been included in rate base during the construc-
tion period.

Pursuant to the PSC’s Opinlon and Order Deter-
mining Revenue Requirement and Rate Design,
issued and effective February 11, 1994 (1993 Rate
Orden the Company was authorized to offset $5.5
million of the defered credit against other deferred
balances and to amortize $6.0 milion annually
beginning In December 1993. In 1995, 1994 and
1993, the Company amortized $6.0 million, $6.0
million and $3.3 million, respectively, of this deferred
credit.

The $6.0 million amortization of the deferred credit
will be continued until changed in a future PSC rate
order. The level of the deferred debit amortization Is
based on the level of deferred credits that have
been utilized In setling revenue requirements for a
rate year. Any amounts of deferred credits that are
utilized in the period between the end of the rate
year and the setting of new rates are includedin the
amortization level for the deferred deblt over the
then remaining life of the Nine Mile 2 Plant. The
deferred debit amortization level Is currently set at
$1.145 million per year.

Deferred Energy Efficiency Costs: The PSC has
required utilities to adopt comprehensive long-range
planning which includes demand side management
and energy conservation (Energy Efficlency Pro-
gram). The Company’s 1995 Energy Efficlency
Program was approved by the PSC. The Energy
Efficiency Program costs are defered and amortized
over either five or ten years, as directed by the PSC.

In addition to the deferral of Energy Efficlency
Program costs, the Company recovers lost net
revenues that result from the Program. Incentive
eamings related to the achlevement of energy
efficlency goals are recovered through the electric
fuel cost adjustment clause os discussed below.

Deferred and Accrued Vacation: The Company’s
employees begin accruing vacation in July of each
year for use in the following year; the monthly
accrual of days is based on the number of years of
service for each employee. However, for rate-
making purposes, vacation pay Is recognized as an
dllowable expense only when pald. Accordingly,
the Company records a current liability for eamed
vacation pay and an equivalent regulatory asset
representing the future recoverabllity of the differ-
ence belween costs incumed and costs recovered In
the rate-making process.

Deferred Electric Fuel Costs: The provisions of the
electric fuel cost adjustment clause are such that
changes In fuel costs incurred In the current month
are not billed or credited to customers until subse-
quent months. Therefore, In order to match costs
and revenues, the Gompany defers that portion of
such costs Incurred In the curent month which will
result In a cost adjustment in subsequent months.

Pursuant to a 1985 Order of the PSC, the
Company’s electiic fuel cost adjustment clause
provides for a partial sharing of varations in fuel costs
from the levels of fuel costs projected in rate pro-
ceedings. The Company bears 20% of the first $10
mililon of varation and 10% of the second $10 million
of variation. The partial sharing applies to varations

* In actual fuel costs either above or below the

projected levels; accordingly, the Company’s
maximum annual exposure, or benefit, Is 33 million,
before taxes.

As aresult of the adoption of the pcrﬂol sharing
electric fuel adjustment clause, the PSC adopted a
symmetrical sharing arangement for net revenues
from sales to other utilitles. Shortfalls below the
targeted amount, as well as amounts above the
targeted amount, will be shared 80% by the custom-
ers and 20% by the Company.

Reference Is made to the caption “Sharing
Arangements” in “Managements Discussion and
Andalysls of Financial Condition and Results of Opera-
tions” for results of both sharing crrcngements
mentioned above.

Deferred Gas Cosls: In accordance with require-
ments of the PSC gpplicable to all New York State
regulated gas utilities, the Company defers each
month any difference between the amount of gas
costs Incumred which Is recoverable through the gas
cost adjustment clause (GAC) and GAC revenues.
The net deferral remaining at August 31 of each year
is amortized over a subsequent twelve-month period
for both billing and accounting purposes. See Note
8 captions “Natural Gas Supply” and “Take-or-Pay
Gas Costs” as to deferral of certain contract take-or-
pay costs charged by pipeline suppliers.

New Accounting Standards:

Impairment: In March 1995, the Financial Ac-
counting Standards Board (FASB) Issued Statement of
Financlal Accounting Standards No. 121, “"Account-
Ing for the Impaiment of Long-Lived Assets and for
Long-Lived Assets to Be Disposed Of” (SFAS 121).
SFAS 121 requires companles, including utilities, to
assess the need to recognize aloss whenever events
or circumstances occur which indicate that the
canying amount of an asset may not be fully recov-
erable. SFAS 121 also amends SFAS 71, “Accounting
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for the Effects of Certain Types of Regulation,” to
require the write-off of aregulatory asset if it is no
longer probable that future revenues will recover the
cost of the asset. SFAS 121, which is applicable to

" the Company starting in 1996, may have conse-
quences for a number of utilities, especlally those
which have relatively high-cost nuclear generating
assets, including the Company, which are facing
growing competitive pressures that may erode prices
for future utility services. The Company does not
expect that the adoption of SFAS 121 willhave a
materialimpact on the financlal position or results of
operations of the Company In 1996 based on the
current regulatory freatment of its long-lived and
regulatory assets. However, future developments in
the utility industry including the effects of deregula-
tlon and increasing competition could change this
conclusion.

Plant Decommissioning: Because diverse ac-
counting practices have developed for recognizing
the cost of closure and removal of long-lived assets
in the financlal statements, including the cost of
decommissioning utility generating plants, the FASB
has agreed to review the accounting for this topic.
The FASB Is considering when a liability for plant
decommissioning or other asset refirement should be
recognized, how any such liability should be meq-
sured, and whether a comesponding asset s
created. In a preballot draft SFAS, issued December
1995, FASB has tentatively concluded that a liability
should be recognized for legal or unavoldable
constructive obligations for closure and removal of
facilities such as the Nine Mile 2 Plant as the obliga-
tionlsincurred. The liability recognized for those
closure and removal obligations shall reflect the
present value of estimated future cash outflows
currently expected to be required to satisfy those
obligations. Initial recognition of a liabillity for closure
and removal obligations increases the cost of the
related asset because Incurence of the obligationis
integral to or a prerequisite for operating the asset.
Further, if securities or other assets have been
dedicated for future settlement of closure and
removal obligations, the liabllity for those obligations
shall, generally, not be offset by those dedicated
assets. The proposed statement, when Issued, may
be effective as early as the 1997 financlal statements
of the Company. The Company does not believe
that such changes, if required, would have an
adverse effect on results of operations due to its
cumrent bellef that decommissioning costs will
continue to be recovered in rates.

NOTE 2 - NINE MILE 2 PLANT

General: The Nine Mile 2 Plant Is located in Oswego
County, New York, and is operated by Niagara
Mohawk. The Nine Mile 2 Plant Is owned as tenants In
common by the Company (9% Interest), Niagara
Mohawk (41% interest), New York State Electric & Gas
Cormporation (18% interest), Long Island Lighting
Company (18% Interest) and Rochester Gas and
Electric Comporation (14% Interest). The output of the
Nine Mile 2 Plant, which has a rated net capability of
1,143 MW, (as reported by Niagara Mohawk) Is
shared and the operating expenses of the Plant are
allocated to the cotenants in the same proportions
as the cotenants’ respective ownership interests. The
Company’s share of direct operating expense for the
Nine Mile 2 Plant s included in the appropriate
expense classifications in the accompanying Consoli-
dated Statement of Income.

Under the Operating Agreement entered into by
the cotenants, Niagara Mohawk acts as operator of
the Nine Mile 2 Plant, and all five cotenants share
certaln policy, budget and managerial oversight
functions. The Operating Agreement remains in
effect subject to temination on six months’ notice.

Radioactive Waste: An agreement for interim
storage of the Nine Mile 2 Plant low-level radioactive
waste has been agreed to between Niagara Mo-
hawk and the cotenants that will provide for the
storage of the Nine Mile 2 Plant low-level radioactive
waste at Unlt No. 1 of the Nine Mile Point Nuclear
Station (Nine Mile 1 Plant) until June 30, 2010. Itis
expected that all low-level radioactive waste stored
at Nine Mile 1 Plant (owned 100% by Niagara Mo-
hawk) will have been transferred to alow-level
radioactive waste repository operating within New
York State by this date. Niagara Mohawk has
contracted with the DOE for disposal of high-level
radioactive waste (spent fuel) from the Nine Mile 2
Plant (see Note 1 - Summary of Significant Account-
ing Policles - *Amortization of Nuclear Fuel®). The
DOE has forecasted the start of operations of its high-
level radioactive waste repository to be no sooner
than 2010. The Company has been advised by
Niagara Mohawk that the Nine Mile 2 Plant Spent
Fuel Storage Pool has a capacity for spent fuel that is
adequate until 2014. If DOE schedule slippage
should occur, facllities that extend the on-site storage
capabliity for spent fuel at the Nine Mile 2 Plant
beyond 2014 would need to be acquired.

Nuclear Plant Decommissioning Costs: The
Company’s 9% share of costs to decommission the
Nine Mile 2 Plant, Is estimated to be approximately
$209.6 million (§72.6 milion In 1995 dollars) and
assumes that decommissioning will begin in the year
2028. This estimate is based upon asite specific study
completed In December 1995,
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The annual decommissioning allowance re-
flected in ratemaking is based upon a 1989 study as
filed with the Nuclear Regulatory Commission (NRC).
The 1989 study included amounts for radioactive and
non-radioactive dismantlement costs and is charged
to operations through depreciation recovery. The
1989 study estimated the Company’s 9% share of
costs of decommissioning to be $118.5 million (§26.4
million in 1995 dollars). The PSC authorized recovery,
on an annual basis, of $212,000 for internal decom-
missloning funding (.e., funds held by the Company)
and $787,000 for extemal decommissioning funding
(.e.. funds held In trust). Totalrecoveries authorized
by the PSC for the intemal decommissioning fund
from August 1988 through December 31, 1995
amounted to $1.4 million. The external decommis-
sloning trust fund at December 31, 1995 and 1994
amounted to $6.4 million and $4.5 million, respec-
tively. The net eamings from inception through
December 31, 1995 amounted to $1.6 million. The
extemal decommissioning trust fund is reflected in
the Company’s Consolidated Balance Sheet in
“Other Property and Investments.” The amount of
accumulated decommissioning costs recovered
through rates and the net eamings of the extemal
decommissioning trust fund are reflected in accumu-
lated depreciation in the Consolidated Balance
Sheet and amount to $7.9 million and $5.7 million at
December 31, 1995 and 1994, respectively. NRC
regulations require the direct funding of eventual
decommissioning costs of nuclear facilities. The
Company, In 1990, established a master trust in order
to comply with these NRC requirements. The
Company has estimated that its share of the minl-
mum funding requirements will be approximately
$38.8 million In 1995 dollars.

There is no assurance that the decommissioning
allowance recovered In rates will ultimately aggre-
gate a sufficient amount to decommission the unit.

Reference is made to the caption *New Ac-
counting Standards - Plant Decommissioning” In
Note 1 above for details of the proposed changes in
accounting for nuclear decommissioning costs.

The Company believes that if decommissioning
costs are higher than currently estimated, such
higher costs would be recovered in rates.

Decontamination and Decommissioning Fund: The
Energy Policy Act of 1992, signedinto law in October
1992, established a Uranium Enrichment Decontami-
nation and Decommissioning Fund (Fund) for the
decommissioning of the DOE’s enrichment facilities.
Special annual assessments to utilities with nuclear
power plants, which began in 1993 and continue
until 2006, and govemment appropriations for such
purpose will be deposited into the Fund. The Energy
Policy Act of 1992 also provides that such assess-
ments shall be considered a cost of fuel and shallbe
recoverable in rates.

The unamortized portion of the Company’s share
of this assessment at December 31, 1995 and 1994 of
approximately $630,000 and $664,000, respectively

and a comesponding regulatory asset are reflected
in the Consolidated Balance Sheet. Payments to the
Fund are made to Niagara Mohawk by the
cotenants of the Nine Mile 2 Plant.

NOTE 8 - FEDERAL INCOME TAX

Components of Federal Income Tax: The following is
asummary of the components of federalincome tax
asreportedin the Consolidated Statement of Income:
g 1995 1994 19

(Thousands of Dolars)
Charged to operating expense:
Federal InComMe tX.ummmeeesnees . $19,245 $18,190 $14,502
Deferred income 10X ..ceerinnee 9795 9853 14,101
Income tax charged to

operating expense..... 29,040 28043 28403

Charged (credited) to other
income and deductions:
Federalincome 1aX v 4,704) (4354) (2.937)
Defered income taX .cvnvee 4351 3,117 1492
Income tax charged
(credited) to other
income and deductions (353) (1,237) (1.445)

Total federalincome tax., $28,687 $26,806 $27,158

Reconciliation: The following is a reconciliation
between the amount of federal income tax com-
puted on Income before taxes at the statutory rate
and the amount reported in the Consolidated
Statement of Income:

1995 1994 1993

-

(Thousands of Dolars)
\V7=] 113 Toe)1 1 - TN $52,722 $50929 $50.390
Federalincome 10X .cnnmseens 14,541 13836 11,565
Deferred income taX ..overinenene 14,146 12970 15593
Income before taxes ... §81,409 377735 377548
Computed tax @ 35%
statutory (a8 v $28493 $27.207 $27.142
Increcse (decreass) to
computed tax due to:
Tax depreciation s (10,096) (9.597) (10,796)
Deferred finance charges -

Nine Mile 2 Piant ....ouveees (1,701) Q7000 (862
Deferred gos COStS v 2286 1,149 (849
Defermed OPEB expense ... (223) 713 (1617
Pension eXpense v (1,738) (1471)  (893)
Altemative minimum tax..  (2,958) (1.544) 69
[0]1,7-] S 478 @21) (508

Federalincome taxX .. 14541 13836 11,565
Deferred income 1aX ..o 14,146 12970 15593
Total federalincome tax.. 328,687 526806 $27,158
Effective 1ax 1ate v 35.2% 34.5% 35.0%
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The following is a summary of the components of
accumulated deferred income taxes at December 31,

1995 and 1994, as reported in the Consolidated

Balance Sheet:

NOTE 4 - SHORT-TERM BORROWING
ARRANGEMENTS

The Company has in effect a revolving credit
agreement with four commercial banks which

Accumulated Deferred Income (nl?-ozﬁmnds of Do“;,%?;;l allows It to borrow up to $50.0 million through
Tox Assets: i December 14, 1997 (Agreement). The Agreement
Future tax benefits on gives the Company the option of borrowing at
Investment tax credit basis elther the prime/federal funds rate, or three other
difference .. $ 16073 $ 1689 money market rates if such rates are lower. The
Altemative minimum taX ... 10,530 12,989 Agreement also provides for the payment of an

Tax depreciation - Nine Mile 2

annual commitment fee of 1/16 of 1% per annum

Plant disallowed investment 3,077 6,185 on the unborowed amount and a facility fee of 1/8
Unbilled reVEnUES v meissssssens 5434 5045 of 1% per annum on the total amount of the facllity.
Other 22,444 17611 Compensating balances are not required under the

Accumulated Deferred Income Agreement. In addition, the Company continues to
Tax Assefs $ 57,558 $ 58629 maintaln confimed lines of credit totaling $1.5
. million with two reglonal banks. There were no
outstanding loans under these Agreements at
A?g)t:ﬁ\gll)omtt?gspeferred Income Decemb?r g] . 1 ;795 Ofl;_ 1994. In order fo]gigersify its
g sources of short-term financing. during 1994 the
I\ox dep 'f?cé'%n fd """"""" 3172033 $162.734 Company entered into shori-term credit facllities
ccumulaied detered agreements with four commercial banks totaling
investment tox credit ... . 29850  31.24 $130.0 milion In the aggregate. There was no
Future revenues - recovery of outstanding short-term debt at December 31, 1995.
plant basis differences ... 22,971 24,269 There was $3.0 million outstanding at December 31,
1©111 GUT - 22,045 20327 1994 related to these credit facilities with a
Accumulated Deferred Income welghted average Interest rate of 6.69%.
Tax Labilities $246,899 5238584 Authorization from the PSC limits the amount
the Company may have outstanding, at any time,
Net Accumulated Deferred under all of its short-term borrowing arangements
INCOME TaX LIGIY vvvvrereerersessessens $189,341  $179.956 to $52.0 million in the aggregate.

NOTE 5 - CAPITALIZATION - CAPITAL STOCK

Common Stock, $6 par value; 30,000,000 shares authorized:

Paid-In Capital:

Common Stock Paid-In

Shares Amount Capital

Outstanding (5000) ($000)

JANUATY 1, 1993 criiiicinnnssnssnmsnnssssarsessssssssnssassrssasssssesasanssansanssassnsassssnne 16,028,569 $80,143 $245,349
Issued through public Offefing e verseseenssas e 700,000 3,500 19,299
Issued under dividend reinvestment plan ....ueinnonannnmn 185,101 926 5,124
Issued under customer stock purchase plan ..o 39477 o197 1,076
December 31, 1993 ...t ssrcsnsssnsenssesasenssesnssnsnersssvasnesssvasstts 16,953,147 84,766 270,848
Issued under dividend reinvestment Plan v 227,772 1,139 5,104
Issued under customer stock purchase plan ... 57645 287 1,253
December 31, 1994 ....ciiuisiminsnmminsesronmsmesmnsmnssasssins 17,238,464 86,192 277,205
Issued under dividend reinvestment PION e 218.610 1,093 4,897
Issued under customer stock purchase plan ..., 38,977 195 879
Redemption of preferred StOCK ... ' - - [€1)]
December31, 1995 . sseseressssresesssresssests 17.496.051 $ 87.480 $282,942
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Cumulative Preferred Stock, $100 par value; 1,200,000 shares authorized:

Final Redemption Shares Qutstanding
Redemption Price December 31,
Serles Date 12/31/95 1995 1994
Not Subject to Mandatory Redemption: .
41/2% $107.00 70,300 70,300
4,75% 106.756 20,000 20,000
4.35% 102.00 60,000 60,000
4.96% 101.00 60,000 60,000
7.72% (o)} 101.00 130,000 130,000
7.44% - 120,000
340,300 460,300
Subject to Mandatory Redemption:
6.20% 10/1/08 (b) 200,000 200,000
6.80% 10/1/27 ®) 150,000 150,000
350,000 350,000
Total 690,300 810,300

(@) Redeemed January 1, 1996 at a redemption price of $ 101.00

per share.
(b) Cannot be redeemed prior to October 1, 2003,

Reference Is made to the caption “Financing
Program” In “Management’s Discussion and Analysis
of Financial Condition and Results of Operations” for
details onissuances and redemptions of capltal
stock. .

The Cumulative Prefetred Stock not subject to
mandatory redemption is redeemable only at the
option of the Company. Upon redemption, the sum
payable per share is the then current redemption
price plus accrued dividends thereon. In the event
of an involuntary liquidation of the Company, the
redemption price Is $100 per share plus accrued
dividends.

The Company opliondlly redeemed all of its
outstanding 7.44% Cumulative Preferred Stock, at the
$101.22 redemption price on October 1, 1995, Costs
associated with this redemption were charged
directly to retained eamings.

The Company optionally redeemed all of its
outstanding 7.72% Cumulative Preferred Stock at the
$101.00 redemption price on January 1, 1996. Costs
assoclated with this redemption will be charged
directly to retained eamings in 1996.

Expenses incurred on Issuance of capital stock
are accumulated and reported as a reductionin
common stock equity. These expenses are not
being amortized, except that, as directed by the
PSC, certain issuance and redemption costs and
unamortized expenses assoclated with certain Issues
of preferred stock that were redeemed have been
defered and are being amortized over the remain-
ing lives of the Issues subject to mandatory
redemptions.

The PSC has authorized the Issuance and sale of
certain debt and equity securities of the Company.
Accordingly, aregistration statement became
effective in April, 1995 under which the Company
registered with the Securities and Exchange Com-
mission (SEC) the following securities: (i) Debt
Securities and Common Stock, $5.00 par value, but
not in excess of $80.0 million In aggregate, and not
in excess of $40.0 million initial public offering price of
such Common Stock and (i) Cumulative Preferred
Stock, not In excess of $25.0 million, par value $100
per share, which may be issued as Depositary
Preferred Shares, each representing 1/4 of a share of
such Cumulative Preferred Stock, each evidenced
by Depositary Receipts.
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NOTE 6 - CAPITALIZATION - LONG-TERM DEBT

Detdails of long-term debt are shown below:

seres Matuity Date
First Mortgage Bonds:
610% (0 Apiril 28, 2000
7.70% (o)) June 12, 2000
8 3/4% May 1, 2001
7.97% ((e)] June 11, 2003
7.97% (o)) June 13, 2003
646% (o) August 11, 2003
61/48% ©®) June 1, 2007
9 1/4% May 1,2021
8.12% (o August 29, 2022
814% (o) August 29, 2022
8.375% (b) December 1, 2028
Promissory Notes:

1984 Serfles A (7 3/8%) (©) October 1,2014
1984 Sertes B (7 3/8%) (©) October 1,2014
1985 Serles A  (Var. rate) (c) November 1, 2020
1985 SeriesB  (Var. rate) (©) November 1, 2020
1987 Serles A (Var. rate) (¢) June 1,2027
1987 SedesB  (Var. rate) (¢) June 1, 2027
538% (@ January 15, 1999
785% (@) July 2,2004

Secured Notes Payable of Subsidiary
Unamortized Discount on Debt

Total long-term debt

(0) Issued under the Company’s Medium Term Nofe Program.

(b) First Mortgage Bonds issued in connection with the sole by
the New York State Energy Research and Development Authorty
(NYSERDA) of tax-exempt pollution control revenue bonds.

(c) Promissory Notes lssued In connection with the sale by NYSERDA
of tax-exemp? pollution control revenue bonds,

Medium Term Notes: Authorization by the PSC to
Issue Medium Term Notes under the Company’s
Medium Temn Note Program expired on December 31,
1994. Of the $125.0 million of Medium Term Notes
authorized under such program, $116.0 million were
issued. By Order effective October 17, 1994, the
PSC authorized the Company to Issue and sell not
later than December 31, 1996, new debt securities
and common stock totaling not more than $80.0
milllon In the aggregate. Such Order also autho-
rized the Issuance of up to $115.0 million of tax
exempt NYSERDA Pollution Control Revenue Bonds
for the pumpose of refinancing, if economical, alike
amount of such bonds presently outstanding.

NYSERDA: The NYSERDA Pollution Control
Revenue Bonds issued in 1985 (Serles A and B) and
1987 (Series A and B) (collectively, the “1985 and
1987 NYSERDA Bonds™) are variable rate obligations

Central Hudson Gas & Electric Corporation

December 31,
1995
(Thousands of Dollars)
$ 10,000 $ 10,000
25,000 25,000
30,000 30,000
8,000 8,000
8,000 8,000
10,000 10,000
4,500 4,500
70,000 70,000
" 10,000 10,000
10,000 10,000
16,700 16,700
202,200 202,200
16,700 16,700
16,700 16,700
36,250 36,250
36,000 36,000
33,700 33,700
9,900 9,900
20,000 20,000
15,000 15,000
184,250 184.250
3,688 3,878
(893) (964)
$389,245 $389,364

subject to weekly repricing and Investor tender. The
Company has the right, exercisable Independently
with respect to each series of the 1985 and 1987
NYSERDA Bonds, to convert the Bonds of each such
series to a fixed rate for the remainder of thelr term.
In its rate orders, the PSC has provided for full
recovery of the interest costs on the Company’s
1985 and 1987 Serles A and B Promissory Notes
which were issued In connection with the sale of the |
1985 and 1987 NYSERDA Bonds. Deferred account-
ing has been granted by the PSC for any variation
between actual Interest rates and those Interest
rates allowed for rate-making purposes. The
deferred balance under such accounting at
December 31, 1995 was a regulatory asset of $1.3
milllon and the deferred balance under such
accounting at December 31, 1994 was a regulatory
llability of $488,000. Such defemed balances are to
be disposed of in future rate cases.
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Interest Rate Cap: In 1995, the Company
entered into a three-yearinterest rate cap agree-
ment with a bank to manage exposure to upward
changes in interest rates on the 1985 and 1987
NYSERDA Bonds. Under this agreement, in the event
a nationally recognized tax-exempt bond interest
rate index exceeds 8%, the Company will receive a
payment from such bank equal to the amount by
which the actual interest costs on such bonds
exceeds 8% per annum. This agreement has the
effect of imiting the interest rate the Company must
pay on such bonds (on a $115.9 milion notional
amount) to the lesser of their actual rate or 8% per
annum. In the event such bank failed to make any
required payment under such interest rate cap
agreement, the Company’s exposure would be
limited to a maximum interest rate of 15% per annum
under the terms of such bonds.

Letters of Credit: The Company has in place
imrevocable letters of credit which support certain
payments required to be made on the 1985 and
1987 NYSERDA Bonds. Such letters of credit expire on
various dates. The Company anticipates being able
to extend such letters of credit if the Interest rate on
the related series of such bonds is not converted to a
fixed interest rate. If the Company were unable to
extend the letter of credit that is related to a particu-
lar series of such bonds, that series would have to be
redeemed unless a fixed rate of Interest became
effective. Payments made under the letters of credit
in connection with purchases of tendered 1985 and
1987 NYSERDA Bonds are repaid with the proceeds
from the remarketing of such Bonds. To the extent
the proceeds are not sufficient, the Company would
be required to reimburse the bank that issued the
letter of credit for the amount of any resulting draw
under the letter of credit by the explration date of
the letter of credit. The letter of credit explration
date for the letters of credit supporting the 1985
NYSERDA Bonds is November 16, 1998, and the letter
of credit expiration date for the letters of credit
supporting the 1987 NYSERDA Bonds is September 16,
}gg The cost of these letters of credit Is $584,400 for

Debt Expense: Expenses incurred on debt issues
and any discount or premium on debt are deferred
and amortized over the lives of the related Issues.
Expenses incuired on debt redemptions prior to
maturity have been deferred and are generally
being amortized over the shorter of the remaining
lives of the related extinguished Issues or the new
issues os directed by the PSC.

Debt Covenants: Certain debt agreements
require the maintenance by the Company of certain
financial ratios and contain other restrictive cov-
enants,

Subsidiary Debt: Secured notes payable of a
subsldiary of the Company consist of term loans to
finance the Installation of energy conservation
equipment at varous host facllities, located primarily
in the Northeastem United States. The majority of
such loans accrue interest at the prime lending rate.
Interest and principal are amortized over the term of
each respective contract. Such loans are secured
principally by certain power purchase agreements
and project assets.

NOTE 7 - POSTEMPLOYMENT
BENEFITS

Retirement Income Plan: The Company hasa
noncontibutory retirement Income plan (Retirement

. Plan) covering substantially all of its employees. The

Retirement Plan provides pension benefits that are .
based on the employee’s compensation and years
of service. It has been the Company’s practice to
provide perodic updates to the bensfit formula
stated in the Retirement Plan.

The Company’s funding policy Is to make annual
contributions equal to the amount of net perlodic
pension cost, but not in excess of the maximum
allowable tax-deductible contiibution under the
federal Income tax law nor less than the minimum

requirement under the Employee Retirement income

Security Act of 1974,

Net periodic pension costs were allocated 73%,
73% and 71% to expense for the years 1995, 1994 and
1993, respectively, with remaining costs allocated to
capital projects. The allocation of net periodic
pension costs between capital and expense follows
the payroll distribution.

Net periodic penslon (income) costs for 1995, 1994
and 1993 Include the following components:

1995 1904 1993

(Thousands of Dolars)

Setvice cost - benefits eamed

during the peod ... $ 3,877 $5876 $ 4518
Interest cost on projected

benefit obligation ... 14,449 13256 13,148
Actuol retum on Retirement

Plan ass615 e (38,849) (6.947) (34022
Net amortization and defenal 9,896 (14213) 13,794

Net periodic pension

(NCOMB) COSES wuunrersvnmnees $(10,627) $(2.028) $(2562)

The net periodic pension income for 1995 and
1994 was determined using a welghted average dis-
count rate of 8.5% and 6.25%, respectively, and a
rate of increase In future compensation levels of 5.5%
for 1995 and 1994. The expected long-term rate of
retum on Retirement Plan assets used in detemining
the net periodic pension (income) costs was 10.6% for
1995 and 8.5% for 1994.
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The following table sets forth the Retirement Plan’s
funded status at October 1, 1995 and 1994 and
amounts recognized in the Company’s Consolidated
Balance Sheet at December 31, 1995 and 1994

1995 1994
(Thousands of Dolors)
Actuaiial present value of benefit
obligations:
Accumulated benefit obligation, -
including vested benefits
of $170039 and $146,779 ...vevevenne $173,281  $148,854

Projected benefit obligation for

service rendered to date e $196,038 $171,M13
Retirement Pian assets at market

value 250,246 223,376
Excess of Retirement Plon assefs

over projected benefit obligation 54,208 51,663
Unrecognized net gain .. (52,846)  (60,551)
Prior service cost not yet recognized

In net periodic pension cost ........ 3,531 3,789
Unrecognized net asset being

amortized over 15 Years ... 3,971 (4.606)
Pension Asset (liobilty) recognized in

the Consolidated Balonce Sheet § 922§ (9.705)

Retirement Plan assets consist primarily of equities
and fixed income securities. The Retirement Plan is
deemed to be fully funded for federal income tax
purposes, therefore, the Company did not make any
?ggtribuﬂons to the Retirement Plan during 1995 or

4,

The actuarial present value of projected bensfit
obligations for October 1, 1995 and 1994 was
determined using a welghted average discount rate
of 7.5% and 8.5%, respectively, and an assumed rate
ofincrease in compensation of 4.5% and 5.5% for
1995 and 1994, respectively.

Pursuant to the PSC Statement of Policy and
Order Conceming the Accounting and Rate-making
Treatment for Penslons and Postretirement Benefits
Other than Pensions (OPEB), issued September 7,
1993 (Pension and OPEB Order), effective January 1,
1993 the Company began amortizing each year's
experienced gain or loss over ten years.

Pursuant to the Pension and OPEB Order,
deferred accounting has been granted by the PSC
for any varlation (@bove or below) between actual
costs of the Company’s pension plans and those
costs allowed for rate-making purposes.

Other Postretirement Benefits: The Company pro-
vides certain health care and life insurance benefits
for retired employees through its postretirement
benefit plan (Benefit Plan). Substantially all of the
Company’s employees may become eligible for
these benefits if they reach retirement age while
working for the Company. These and similar benefits
for active employees are provided through insur-
ance companles whose premiums are based on the

benefits paid during the year. In order to recover a
portion of the costs of these benefits, the Company
requires employees who retire on or after October 1,
1994 to contibute toward the cost of such benefits.

Net periodic postretirement benefit cost for 1995
and 1994 Includes the following components:

1995 1994
(Thousonds of Dotiors)
Service cost - benefits
attributed to the penod ... $1,384 $§ 2302
Interest cost on accumulated
postretirement benefit
(o] o' Te o11oY 2 YRR 4,613 4,654
Actual retum on Benefit Plan
o XY (I (875) (426)
Amortization of Transition
Obligation . 3,114 3,114
Net amortization and deferral....... (1,837) 928
Net periodic postretirement
benefit cost $6399 $10662

The Company is amortizing the unfunded accu-
mulated postretirement benefit obligation (fransition
Obligation) at January 1, 1993 over a 20-year period.

The net periodic postretirement benefit cost of the
Benefit Plan for 1995 and 1994 was determined using
a welghted average discount rate of 8.50% and
6.25%, respectively, and a rate of increase In future
compensation levels of 5.5% for both periods. The
expected long-tem rate of retum of Benefit Plan
assets used in determining the net periodic
postretirement benefit cost was 6.7% for 1995 and
6.6% for 1994.

The Benefit Plan’s funded status reconciled with the
Company’s Consolidated Balance Sheet Is as follows:

December 31,
1995 1994
(Thousands of Doliars)
Accumulated postretirement
benefit obligation:
Retirees $(31,899) $(27,526)
Fully eligible employeses ......... (4,706) 4,537
Other employees .o (31,495)  (25.532)
68,1000 (57,595
Benefit Plan assets at
fair value 22,899 14,051
Excess of accumulated post-
retirement benefit obligation
over Benefit Plan assets ... (45,201) (43,544
Unrecognized net (gain) loss.......... 6,922) (14489
Prior service cost not yet
recognized in net periodic
postretirement benefit cost ....... (160) -
Unrecognized Transition
Obligation . 52,921 56,035
Postretirement benefit
liability recognized in the
Consolidated Balance Sheet ... § (1,362)  $ (1,998)
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The accumulated postretirement benefit
obligation under the Benefit Plan at December 31,
1995 and 1994 was detemmined using a welghted
average discount rate of 7.5% and 8.5%, respectively
and arate of Increase In future compensation levels
of 4.5% and 5.5% for 1995 and 1994, respectively. The
expected long-tem rate of retum of Benefit Plan
assets used In detemining the net periodic
postretirement benefit cost was 6.7% for 1995 and
6.6% for 1994.

The assumed health care cost trend Is 12% in the
early years and trends down to an ultimate rate of
5.5% by the year 2010. A 1% Iincrease in health care
cost trend rate assumptions would produce an
increase in the accumulated postretirement benefit
obligation at December 31, 1995 and 1994 of $8.921
and $7.545 milllion, respectively and an Increase in
the aggregate service and Interest cost of the net
periodic postretirement benefit cost of $873,000 and
$1.076 million for 1995 and 1994, respectively.

The Company has established a qualified
funding vehicle for such retirement benefits for
collective bargaining employees and a similar
vehicle for management employees in the form of
qualified Voluntary Employee Beneficiary Association
(VEBA) trusts. The Company funded the VEBA trusts
in 1995 and 1994 with tax-deductible contributions
totaling $7.2 million and $8.3 milllon, respectively.

Pursuant to the 1993 Rate Order, an estimated
annudal level of OPEB costs Is Included in the
Company’s electric and gas rates, effective Novem-
ber 22, 1993. In the Pension and OPEB Order,
deferred accounting has been granted by the PSC
for any variation between actual OPEB costs and
those allowed for rate-making purposes. Such
amounts are Included In *Regulatory liabllitles” on
the Consolidated Balance Sheet.

NOTE 8 - COMMITMENTS AND
CONTINGENCIES

Construction Program: Reference is made to
*Management’s Discussion and Analysis of Financlal
Condition and Results of Operations” for information
regarding the Company’s construction program for
the five-year period 1996-2000.

Roseton Plant: The Company Is acting as agent for
the cotenant owners with respect to operation of the
Roseton Plant. Generally, the owners share the costs
and expenses of the operation of the Roseton Plant
in accordance with thelr respective ownership
interests. The Company’s share of direct operating
expense for the Roseton Plant is included in the
appropriate expense classification in the accompa-
nying Consolidated Statement of Income.

The Company, under a 1968 Agreement (Baslc
Agreement), has the option to purchase the Interests
of Niagara Mohawk (25%) and of Consolidated
Edison Company of New York, Inc, (Con Edison)
(40%) in the Roseton Plant In December 2004, The
exercise of this option Is subject to PSC approval.

On March 30, 1994, Niagara Mohawk and the
Company entered into a Letter of Understanding
which, among other things, provides for:

(1) conslderation by the Company, Niagara
Mohawk and Con Edison for staggering the opera-
tion of the two units of the Roseton Plant In order to
take advantage of current market costs for energy
and capaclty; and

(2) the purchase by the Company of up to 100
MW of energy and capacity during peak periods
from Niagara Mohawk during the period May 1, 1994
through Apiil 30, 1995. During the period May 1995
through April 2004, the Company may from time to
time Issue requests for proposals to purchase energy
and capacity on the open market. Niagara Mo-
hawk, among others, will be requested by the
Company to bld on these future purchases.

(3) Subject to regulatory approval, Niagara
Mohawk and the Company intend to enterinto
agreements, which would cover () the purchase by
the Company of the following electric capaclty and
associated energy from Niagara Mohawk if needed:
15 MW each year, subject to areservation charge,
commencing in 1998 through 2004, up to a total of
75 MW, and up to an additional 150 MW in the
period 2001 through 2004 not subject fo areserva-
tion charge; (i) the option of Niagara Mohawk to bid
competitively for the Company’s long-term pur-
chases of capaclty and energy during the period
May 1995 through April 2004 as Indicated in ltem (2)
and (i) a revision In the Company’s 1968 option to
purchase Niagara Mohawk’s 256% interest in the
Roseton Plant in 2004 which would give Niagara
Mohawk an option to retain sald 25% interest.

Entering Into the agreements contemplated by
the Letter of Understanding will result in capital and
operating and maintenance cost savings. The
Company’s option to buy Con Edison’s Interest in the
Roseton Plant Is not affected by the Letter of Under-
standing.

Nuclear Liability and Insurance: The Prce-Anderson
Act Is a federal law which limits the public liability
which can be Imposed with respect to a nuclear
incldent at a licensed nuclear electric generating
facility. Such Act also provides for assessment of
owners of all licensed nuclear units in the United
States for losses In excess of certain limits due to a
nuclear Incldent at any such licensed unit. Under the
provisions of the Price-Anderson Act, the Company’s
potential assessment (based on its 9% ownership
interest in the Nine Mile 2 Plant and assuming that
the other Nine Mile 2 Plant cotenants were to
contiibute thelr proportionate shares of the potential
assessments) would be $6.8 million (subject to
adjustment for Inflation) and the Company could be
assessed $339.,800 (subject to adjustment for infiation)
Inrespect to an additional surcharge, but would be
limited to a maximum assessment of $900,000 in any
year with respect to any nuclear incident. The public
llabllity Insurance coverage of $200 million required
under the Price-Anderson Act for the Nine Mile 2
Plant is provided through Niagara Mohawk.
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The Company also canies insurance to cover
the additional costs of replacement power (under
a Business Interruption and/or Extra Expense
Insurance Policy) incurred by the Company in the
event of a prolonged accidental outage of the
Nine Mile 2 Plant, This insurance anangement
provides for payments of up to $233,200 per week If
the Nine Mile 2 Plant experiences a continuous
accldental outage which extends beyond 21
weeks. Such payments will continue for 52 weeks
after expiration of the 21-week deductible perod,
and thereafter the insurer shall pay 80% of the
weekly indemnity for a second 52-week period and
80% for a third 52-week period. Subject to certain
limitations, the Company may request prepayment,
In alump sum amount, of the insurance payments
which would otherwise be paid to it with respect fo
sald third 52-week period, calculated on a net
present value basis.

The Company is insured as to lts respective
interest in the Nine Mile 2 Plant under property
damage Insurance provided through Niagara
Mohawk. The Insurance coverage provides $500
million of primary property damage coverage for
Units 1 and 2 of the Nine Mile Point Nuclear Station
and $2.25 billion of excess property damage
coverage for the Nine Mile 2 Plant. Suchinsurance
covers decontamination costs, debiis removal and
repair and/or replacement of property.

The Company intends to maintain, or cause to
be maintained, insurance against such risks at the
Nine Mile 2 Plant, provided such coverage can be
oblcined at an acceptable cost.

Natural Gas Supply: The Company presently hasin
place five firm contracts (Contracts) for the supply
of an aggregate of 10,497,708 Mcf. of natural gas,
all of which are with third-party gas suppliers
(Suppliers). Under the Contracts, the Suppliers
deliver the gas to interstate plpeline companies
(Pipelines) and the Pipelines deliver the gas to the
Company'’s gas transmission system under separate
firm transportation contracts which the Company
has in place with such Pipelines. With the exception
of 20,000 Mcf. per day of gas purchased from
Canadian sources under contracts which expire In
January 2012, or approximately 30% of total gas
purchases, all of the above gas supply contracts will
terminate in 1996 after the 1995-1996 winter heating
season and will be replaced before the next winter
heating season.

The Company has In aggregate, gas storage
capabliity of 39,604 Mcf. per day, under long-term
contracts. The Company has a fimn gas peaking
service, under contract, for the supply of 9,804 Mcf.
per day for 15 days during the period November 1-
March 31. This contract became effective '
November 1, 1995 and will remain in effect through
March 31, 1998.

In addition to the above, the Company hasin
place an Interim contract for the supply of up to
100,000 Mcf. per day of gas during April through
October of each year for use as boller gas at the

Roseton Plant. This interim contract expires on
March 31, 1996. The Company expects to replace
the interim contract with along-term contract
which will expire in October 2006.

In April 1992, FERC issued its final rule (Order 636)
regarding the unbundling of natural gas supply
services from transportation and storage services.
These changes will require the Company to pay a
share of certain transition costs incured by the
Pipelines as a result of Order 636.

The Company has been billed $3.4 million of
transition costs through December 31, 1995 by the
Pipelines. Transition costs are currently being
recovered by the Company through its gas cost
adjustment clause. The aggregate amount that
the Company will ultimately be billed will depend
on the outcome of FERC proceedings, the out-
come of which the Company is not able to predict.
Depending on the outcome of such proceedings,
the Company projects the aggregate amount of
such transition costs could range between $4.0
million and $6.0 million over the next several years.
The Company expects to continue to recover such
costs through its gas cost adjustment clause.

The Company received $2.765 million In gas
supplier refunds during 1995, resulting from settle-
ments approved by FERC. Gas supplier refunds are
distributed to fim gas customers through the
Company's gas cost adjustment clause over a
:ﬁbsgscgjent twelve-month perod as authorized by

e .

Take-or-Pay Gas Costs: In prior years, many
interstate gas pipeline companies had entered into
contracts with gas producers which required the
plpeline companles to pay for a minimum amount
of gas whether or not the gas is actually taken from
the producer (take-or-pay costs). Pursuant to the
FERC authorization, the Company’s gas suppliers
have Included certain amounts of thelr take-or-pay
costs In the rates charged to the Company.

In October 1988, the PSC commenced a
proceeding to determine, among other things, the
recoverability and allocationin gosrates of New |
York State distribution companies of contract take-
or-pay costs charged them by pipeline suppliers. In
connection with such proceeding, the PSC has
Issued several orders which have directed, among @0
other things, that 65% of take-or-pay costs being
Incumed by the Company may be recovered
through cument rates, subject to refund.

On September 15, 1995, the Company submit-
ted to the PSC a Motion for Approval of a
settlement agreement entered into between the
Company and PSC Staff which would allow for the
Company to recover through its rates approxi-
mately $3.0 million of deferred take-or-pay costs,
which amount will be reduced by an assoclated
$1.7 milllon including $200,000 of interest on take-or-
pay refunds recelved from varous gas fransmission
companles in 1994,

Such setllement agreement allows the Com-
pany to amortize and recover In rates the supplier
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take-or-pay charges deferred as of June 30, 1995
(an amount estimated o be, including interest, $3.0
million as of December 31, 1995), together with
Interest accrued on such deferral up to the dates
rates reflecting such amortization are made
effective January 1996. Amortization periods and
specific rate recovery methods will vary, depending
on the type of customer. As of January 1996, the
Company will terminate the accrual of interest on
the balances of deferred costs to be amortized and
shall not be entitled to accrue additional interest on
such deferred costs during the amortization period.
The settlement agreement also provides for the
recovery of take-or-pay charges incumred after

July 1, 1995 on a current basis until the total of such
charges (excluding interest) equals $5.5 million. The
settlement requires that only 65% of the costs above
this amount be collected on a cumrent basis. The
remaining 35% will be spread out and recovered
over a 48-month period. :

The PSC approved the Company’s settlement
agreement in November 1995. The Company
began to recover these take-or-pay chargesin
January 1996.

Environmental Matters:

General: On an ongoing basis, the Company
assesses environmental issues which could impact
the Company and its ratepayers.

Clean Water Act Compliance: The Company is
a party to a proceeding before the New York State
Department of Environmental Conservation related
to the processing of permit renewal applications for
the Company’s generating stations under the State
Pollution Discharge Elimination System. At this stage
of the proceeding, the Company can make no
detemination as to the outcome of the proceed-
ing or the impact, if any, on the Company’s
financlal position.

Clean Air Act Amendments: The Clean Air Act
Amendments of 1990 (CAA Amendments) added
several new programs which address attainment
and maintenance of national ambient air quality
standards. These include control of emissions from
fossil-fueled electic power plants that affect “acid
rain” and ozone.

The Phase Il “aclid raln” emissions reduction
requirements do not apply to the Company’s
generating plants until January 1, 2000; however,
the Company has elected to have the Roseton
Plant covered under the Phase | acid rain regulation
40 CFR Part 72 which went into effect in 1995. More
specifically, the Roseton Plant has been condition-
ally Identified as a substitute for a Phase | plant.
Such a substitution, if implemented, results in the
Environmental Protection Agency (EPA) providing
emisslons allowances to the Roseton Plant. Emission
dllowances that are not needed for curent year
emissions may be held for use in future years or sold.
A declsion by the Company to Implement a substitu-

tion plan must be made each year by December 1.

The Company’s emissions of nitfrogen oxides
were subject to additional controls effective
May 31, 1995 under Title | of the CAA Amendments.
To comply with these requirements, the Company
installed nitrogen oxides emissions controls at a cost
of $4.7 million for the Danskammer Plant and $3.7
million for the Company’s share of the Roseton
Plant. The Northeast Ozone Transport Commission
(OTC), of which New York State Is a member, has
agreed that additional reductions of nitrogen
oxides emission will be required In 1999 and,
possibly, in the year 2003. Because regulations
have not yet been promulgated by New Yoik State
to implement this agreement, the specific reduc-
tions required at the Company’s facilities have not
been determined. The Company expects that it will
have adequate financial resources to comply with
the requirements of the CAA Amendments.

Former Manufactured Gas Plant Facliities: In

"May 1995, the City of Newburgh, New York (City)

filed sult against the Company in the United States
District Court for the Southem District of New York.
The City alleges that the Company hasreleased
certain allegedly hazardous substances without a
pemnit from the site of the Company’s former coal
gasification plant (Central Hudson Site) in New-
burgh, New York into the ground at the Central
Hudson Site and into adjacent and nearby property
of the City. In violation of the federal Comprehen-
sive Environmental Response, Compensation and
Liabllity Act (CERCLA), the federal Resource
Conservation and Recovery Act (RCRA) and the
federal Emergency Planning and Community Right
to Know Act (EPCRA). The City dlso alleges a
number of nuisance, trespass, damage and
indemnification claims pursuant o New York State
law.

The City seeks injunctive relief against such
alleged disposal, storage or release of hazardous
substances at the Central Hudson Site, remediation
and abatement of the conditions alleged tolead
to endangement of the City’s propery, payment
of restitution of clean-up costs and money dam-
ages of at least $70 miillion, assessment of certain
civil penalties under RCRA, CERCLA and EPCRA,
and recovery of the City’s costs and attomeys’ fees
in such action.

In Its answer to the City’s complaint, the
Company denled liabllity and asserted affiimative
defenses and counterclaims against the City. The
Company also filed a third-party complaint against
“John Doe” defendants whose identitles are
presently unknown but who may be responsible for
some or all of the contamination that is alleged to
exist on the City’s property.

In October 1995, the Company and the New
Yotk State Department of Environmental Conserva-
tion (NYSDEC) entered Into an Order on Consent
regarding the development and implementation of
an investigation and remediation program for the
Central Hudson Site and the City’s adjacent and
nearby property.
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In November 1995, the Company and the City
reached an agreement in a Memorandum of _
Understanding to postpone until August 1, 1996 any
further action under the City’s lawsuit pending the
results of the studies required under sald Order on
Consent. The agreement also provides for the
resumption of settlement negotiations between the
Company and the City. The Distiict Court has
approved a schedule of proceedings consistent
with such Memorandum.

At this time, the Company can make no
prediction as to the cutcome of this matter, nor can
it make reasonable estimates of the cost of the
activities required under the Order on Consent,
However, the Company has put its insurance
carrers on notice and intends to pursue reimburse-
ment from them. The Company cannot predict the
extent of reimbursement that will be available from
its camiers af this time.

By letter dated September 22, 1995, the
Company has petitioned the PSC for authorization
to defer all costs including legal defense costs, but
excluding the Company’s labor, related to environ-
mental site Investigation and remediation actions
that were incured by the Company In 1995 and
thereafter in connection with this matter, These
expenses are not reasonably known or estimable
by the Company at this time, nor can the Com-
pany predict at this time what action the PSC will
take on such letter petition. Such costs for 1995
amountéd to $719,700 and were included In
*Defetred Charges-Other” on the Consolidated
Balance Sheet,

Asbestos Litigation: Since 1987, the Company,
along with many other parties, has been joined as a
defendant or third-party defendant in approxi-
mately 740 asbestos lawsuits commenced In New
York State and federai courts. The plaintiffs in these
lawsuits have each sought milllions of dollars In
compensatory and punitive damages from all
defendants. The cases were brought by or on
behalf of individuals who have allegedly suffered
Injury from exposure to asbestos, Including exposure
which allegedly occurred at Company facilities.

Approximately 155 of these cases have been
dismissed with respect to the Company, and the
Company has agreed to settle 105 of the cases for
amounts which are not materlal in relation to the
consolidated financial statements. Consequently,
on January 1, 1996, the Company was a defendant
In approximately 480 asbestos cases. Although the
Company is presently unable to assess the validity
of the remaining asbestos lawsuits, and accordingly
cannot determine the ultimate liability relating to
these cases, based on information known to the
Company at this time, Including its experience in
seftling asbestos cases and In obtaining dismissals of
asbestos cases, the Company believes that the
cost to be Incurred In connection with the remain-
ing lawsuits will not have a materal adverse effect
on the Company’s financlal position.

The Company is Insured under successive
comprehensive general liability policles issued by a
number of Insurers, has put such insurers on notice of
the asbestos lawsuits and has demanded reimburse-
ment for its defense costs and liability.

Tax Malters:

Assessments: The Intemal Revenue Service (IRS)
has completed its examination of the Company’s
federal Income tax retums for 1987 and 1988. The
IRS Agent’s Report proposes adjustments which
have the potential to increase the Company’s tax
liability by approximately $16.0 milion plus Interest.

Included In the proposed adjustments are significant

Issues related to the tax in-service date of the Nine
Mile 2 Piant. In May 1994, the Company, in defend-
Ing its position regarding Nine Mile 2 Plant and other
tax matters, filed a Protest with the Appeals Office of
the IRS. The Appeadls Office of the IRS has not yet
rendered a decision on such Protest, To the extent
the IRS Is able to sustain its positions on Nine Mile 2
Plant, the Company will be required to absorb a
portion of the resulting tax liability. Although the
Company is unable to assess its ultimate liability In
this matter, the Company believes it would be able
to recover a significant portion of any additional
liabllity including Interest through rates. Accordingly,
the Company expects that the ullimate resolution of
this matter will not have a material adverse effect
on the Company’s financlal position.

Rental Expenses and Lease Commitments: The
Company has lease commitments expling at
various dates, principally for real property and data
processing equipment. None of these leases
Involves any major facilities or any material
noncancelable rental commitments.

Other Matters: The Company is involved in various
other legal and administrative proceedings inciden-
tal to its business which are In varous stages. While
these matters collectively Involve substantial
amounts, It Is the opinlon of management that thelr
ultimate resolution will not have a material adverse
effect on the Company’s financial position or results
of operations.

Included In such proceedings are two lawsults
against the Company arising from a November 1992
explosion in a dwelling in Catskill, New York involving
personal Injuries, Including the death of an occu-
pant, and propernty damage. One of the lawsuits
seeks recovery from the Company of compensatory
and punitive damages in the sum of $4.0 miliion.

The other lawsuit seeks an unspecified amount of
compensatory and punitive damages.

The PSC, by Order issued and effective January 7,
1994, approved an Agreement which provides for a
program for evaluating and replacing cast Iron and
unprotected steel pipeline facilities, and for an
investment in four permanent employee training
centers. The Company’s shareholders contributed
$1.0 milion in 1995 and $500,000 in 1994 toward the
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costs of such tralning centers and replacement
program. :

No shareholder contiibution will be required in
1996, however, under such Agreement the
Company’s shareholders may be required to
contribute In 1997 from $0 to $500,000 toward the
cost of such pipeline replacement program,
depending on the Company’s completion of
certaln tasks by specified dates. The Company
believes these tasks will be completed by the
specified dates and, therefore, the Company's
shareholders would have no further contribution
obligations under such Agreement.

In addition to the above, on February 12, 1994,
a fire and an explosion destroyed aresidence in the
Village of Wappingers Falls, New York, in the
Company’s senvice teritory. A short time later, a
second explosion and fire destroyed a nearby
commercial facility. Three lawsuits have arisen from
the Wappingers Falls Incident. One of the lawsuits
seeks recovery from the Company of compensa-
tory and punitive damages in the sum of $1.0
milllon, one seeks recovery of $250,000 in compen-
satory damages, and the other lawsuit seeks an
unspecilfied amount of damages against the
Company.

The Company s Investigating the above claims
and presently has insufficlent information on which
to predict thelr outcome. The Company believes
that it has adequate Insurance to cover any
compensatory damages that might be awarded.
The Company’s insurance, however, does not
extend to punitive damages which, if awarded,
could have a material adverse effect on the
Company’s financlal position. At this time, the
Company can make no prediction as to any other
litigation which may arise out of these incidents.

NOTE 9 - DEPARTMENTAL
INFORMATION

The Company Is engaged in the electric and
natural gas utility businesses and serves the Mid-
Hudson Valley reglon of New York State. Total
revenues and operating Income before income
taxes (expressed as percentages), derived from
electic and gas operations for each of the last
three years, were as follows:

Percent of Percent of Operating
Income Before Income Taxes
Electic  Gas Electic  Gas
1995 80%  20% 9%  10%
1994 80%  20% 89% 11%
1993 82% 18% 89% N%

For the year ended December 31, 1995, the
Company served an average of 261,876 electiic
and 59,895 gas customers. Of the Company’s total
electiic revenues during that perod, approximately
43% was derived from residential customers, 32%
from commercial customers, 18% from Industral
customers and 7% from other utilities and miscella-
neous sources. Of the Company’s total gas
revenues during that perlod, approximately 39%
was derived from residentlal customers, 29% from
commerclal customers, 4% from industial custom-
ers, 24% from Interruptible customers and 4% from
miscellaneous sources (including revenues from
transportation of customer-owned gas).

The Company’s largest customer Is Intema-
tional Business Machines Comporation (1IBM), which
accounted for approximately 10% of the
Company’s total electic revenues and approxi-
mately 6% of Its total gas revenues for the year
ended December 31, 1995. Reference is made to
*Management’s Discussion and Analysis of Finan-
clal Condition and Results of Operations” for further
information regarding I1BM.
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Certain additional information regarding these segmenis s set forth in the following table. General

corporate expenses, property common to both segments and depreciation of such common property have
been dllocated to the segments in accordance with practice established for regulatory pumposes.

Electric Gas
: 1995 1994 1993 1995 1994 1993
(Mhousands of Doliars)
Operating Revenues $409,445 $411,082  $422925  $102,770  $104586 § 94448
Operating Expenses: )
Fuel and purchased electiicity ........ eeserernaes 113,263 111,984 122,250 - - -
Purchased natural gas .o - - - 62,339 60,588 53,900
Depreciation and amortization ... 37,503 36,597 35,625 3,964 3,783 4057
Other, excluding INCOME 10X v 168,313 172,057 173,167 26899 29483 25,210
TotQl i ————- 319,079 320,638 331,042 93,202 93,854 83,167
Operating Income before Income Tax ........... 90,366 90444 91,883 9,568 10,732 11,281
Federal income tax, Including
deferred income tax-net ... 26,632 _25334 _ 25642 2,408 2709 2961
Operating Income $ 63,734 $ 65,110 $ 66.241 $ 7,160 $ 8023 § 8320
Construction EXPenditures ....ceresermenssieres $ 41,195 $ 49316 $ 43097 $ 9,074 $ 8729 § 10940
Identifiable Assets at December 31°
Net utility plant $784,345 $776,169 $777.044 $103,979 $ 96,652 § 95074
Construction work In progress e 38,978 46879 35424 9,792 11373 7317
Total utility plant 823,323 823,048 812,468 113,771 108025 102,391
Materials and supplies 23,167 _27.080 _ 28063 4423 6309 7354
Total $846,490 $850,128 $840.531 $118,194 $114334  $109.745

*Identifiable assefs not Included hereln are considered fo be corporate assefs and have not been alocated between the electiic and gas segments.

NOTE 10 - FINANCIAL INSTRUMENTS

The following methods and assumptions were Long-Term Debt: The fair value is estimated based
used to estimate the fair value of each class of on the quoted market prices for the same or similar
financlal instruments for which it Is practicable to issues or on the cument rates offered to the Com-
estimate that value: pany for debt of the same remaining maturities and

quality.

Cash and Temporary Cash Investments: The camny-

short maturity of those Instruments.

Cumuldative Preferred Stock Subject to Mandatory
Redemption: The fair value Is estimated based on
the quoted market price of similar instruments.

Instruments.

The estimated falr values of the Company’s financlal instuments are as follows:

_December 31,1995

Carrying Fair Canying

Amount Yalue Amount

(Thousands of Dolars)

Cash and temporary cash Investments $ 15478 $ 15478 S 5792
Cumulative preferred stock subject to mandatory redemption ..., (35,000) (34,875) (35,000)
Long-tem debt (including cument MAturifies) v (390,822) 411,299 (392,889
Notes payable - - (3.000)
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$

. Ing amount approximates fair value because of the Notes Payable: The camrying amount cpproxirﬁates
fair value because of the short maturity of those

Fair
Yolue
5792
(29.500)
(389.957)
(3,000)
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Effective January 1, 1994, the Company
adopted SFAS No. 115, "Accounting for Certain
Investments in Debt and Equity Securities” (SFAS
115) issued by the FASB. The adoption of SFAS 115
resulted In the recording of an unrealized net
holding gain as an adjustment to common stock
equily. This unrealized net holding gain represents
the amount by which the market value of an
investment that the Company maintains in an
Insurance company exceeds Its cost, net of tax
effects. During 1995, the Company sold all of its
investment In the stock of an insurance company
which the Company held as an “available-for-
sale” investment. The Company recognized net

proceeds of $2.9 million on the stock sold, which
cost $775,000. This sale resulted in a gross realized
gain of $2.1 million which is recorded in the
Consolidated Statement of Income.

Additiondlly, in accordance with SFAS 115,
investments in debt and equity secuiities held in
the Nine Mile 2 Plant Decommissioning Trust Fund
(Fund) are reported at fair value. Pursuant to PSC
accounting requirements, gains or losses on Fund
investments are included in nuclear decommis-
sioning trust assets and added to the
accumulated decommissioning component of
accumulated depreciation included in the
Consolidated Balance Sheet.

SELECTED QUARTERLY FINANCIAL DATA (UNAUDITED)

Selected financial data for each quarterly perlod within 1995 and 1994 are presented below:

Quarter Ended:

105
March 31
June 30

September 30
December 31

Jood
MAICh 31 i

June 30 U

-September 30 v

December 31

Eamings Per
Income Average
Available Share of
for Common
Operating Operating Common Stock
Revenues Income Stock Qutstanding
(Thousands of Dollars) (Dokars)
$144,686 $24,204 $18,273 $1.06
118,618 14,731 9,574 55
127,547 18,817 12,260 .70
121,364 13,142 7543 43
$162,836 $28,175 $20,785 $1.22
117,214 14,500 7.646 45
116,091 17,540 11,1562 65
+ 119.527 12918 6,219 36
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L. Wallace Cross
Poughkeepsie, NY

Former Executive Vice President and
+ Chief Financial Officer of the Corpo-
ration; retired; member of the Com-
mittees on Audit and Finance *1990

Jack Effron

Poughkeepsie, NY

President, EFCO Products, Inc.:
Chaiman of the Committee on
Compensation and Succession and
member of the Executive Committee
and the Committee on Finance *1987

Richard H. Eyman

Salem, SC

Formmer Senior Vice President,
Brouillard Communications, Division
of J. Waiter Thompson Company;
retired; member of the Committees
on Audit and Compensation and
Succession *1984

Frances D. Fergusson
Poughkeepsie, NY

President, Vassar College; member of
the Committee on Compensation
and Succession *1993

Helnz K. Fridrich

Fernandina Beach, FL
Courtesy Professor, University of
Florida, Gainsville, FL; Former Vice
President — Manufacturing, Intema-
tional Business Machines Comp.;
Chaiman of the Committee on
Audit; member of the Executive
Commitiee *1988

- Edward F.X. Gallagher
Newburgh, NY
President and Owner, Gallagher
Transportation Services; member of
the Committee on Finance *1984

Paul J. Ganci
Poughkeepsie, NY

President and Chief Operating
Officer; member of the Executive
Committee and the Committee on
Finance *1989

Charles LaForge

Rhinebeck, NY

President of Wayfarer Inns and Owner
of Beekman Amms; member of the
Refirement Committes *1987

John E. Mack, Il
Poughkeepsie, NY

Chaiman of the Board and Chlef
Executive Officer; Chairman of the
Executive and Retirement Commit-
tees; member of the Committee on
Finance *1981

Howard C. St. John

Glenford, NY

Chaimnan of the Board, Ukter
Savings Bank; Lawyer, Howard C. St
John & Associates; Vice Chairman of
the Board; Chaimnan of the Commit-
tee on Finance; member of the
Executive Committee and the
Committee on Audit *1984

Edward P. Swyer

Albany, NY

President, The Swyer Companies;
member of the Committee on
Compensation and Succession and
the Retirement Committee *1990

* Year joined the board

Officers Of
The Board

John E. Mack, Il

Chaiman of the Board and Chief
Executive Officer; Chaiman of the
Executive and Retirement Committees

Howard C. St. John
Vice Chaiman of the Board and Chai-
man of the Committee on Anance

Jack Effron
Chaiman of the Commitiee on
Compensation and Succession

Heinz K. Fridrich
Chaimnan of the Committee on Audit

Officers

John E. Mack, lll
Chairman of the Board
and Chief Executive Officer

Paul J. Gancli
President and Chlef Operating Officer

Ronald P. Brand
Vice President — Engineering
and Environmental Affairs

Benon Budziak
Vice President — Production

Joseph J. DeVirgillo, Jr.
Vice President — Human Resources
and Administration

John F. Drain ®
Vice President — Anance and Confroter

Carl E. Meyer
Vice President — Customer Services

Allan R. Page
Vice President — Comporate Services

Ellen Ahearn
Secretary

DonnaS. Doyle @
Controller

Steven V. Lant
Treasurer and Assistant Secretary

Gladys L. Cooper ®
Assistant Vice President —
Govemmental Relations

Arhur R. Upright
Assistant Vice President —
Cost & Rate and Financlal Planning

Willlam P. Rellly
Assistant Secretary and Assistant
Treasurer

™ Retired effective July 1, 1995

@ Promoted effective Apiil 4, 1995

® Appointed effective
September 5, 1995

Affirmative Action Statement of Policy

It Is the policy of Central Hudson Gas & Electric Corporation to provide equal
employment opportunities for all persons. Central Hudson s committed to recruit,
hire, train, and promote persons In ol positions, without regard to race, sex, color,
creed, religion, age, national origin, persons with a disability, dsabled veteran or
Vietnam-era veteran status, except where sex Is a bona fide occupational qualifica-
fion, The Company will base decisions on employment so as to further the principle of
equal employment opportunity. Central Hudson will insure that promotion deckions
are n accord with principles of equal employment opportunity by imposing only valid
requirements for promotional opporunities. Central Hudson willinsure that all
personnel actions such as compensation, benefits, transfers, layoffs, retum from layoff,
employer sponsored training, education, tuition assistance, soclal and recreational
programs, will be administered without regard to race, sex, color, creed, religion, age,
national ofigin, disabllity, disabled veteran or Vietnom-era veleran status.
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Holiday Lighting

Fireworks during the December holiday season helped mark the *Celebration of Light
in the City of Poughkeepsie and the lighting of the Frankiin D. Roosevelt bridge

for the first time since before World War Il. Central Hudson designed the lighting for
the bridge towers as part of our Marketing program to promote outdoor lighting

and our free lighting design service. We are promoting outdoor lighting for homes
and businesses or for any location where there is a desire o enhance visibility,

attractiveness, safety or security.

Annual Report photography: cover, inside front cover and pages 9, 13 and 14, David Palmer
of On Location; pages 2 and 14, New York Stock Exchange; page 7, IBM Microelectronics;
page 11, Paul Tesoro; page 13, Boston Edison Company; back cover, Spencer Ainsley/

Poughkeepsie Journal.
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