AUG 22 W4

DOCKET NOS.: [50-329 AND $0-330 THIS DOCUMENT CONTAINS
POOR QUALITY PAGES

APPLICANT : CONSUMERS POWER COMPANY

FACILITY ¢ MIDLAND UNITS 1 AND 2

SUMMARY OF MEETING FOR DISCUSSION OF THE CURRENT FINANCIAL STATUS OF
CONSUMERS POWER COMPANY (CPC)

A meeting was held om July 25, 1974 in Bethesda, Maryland to discuss
the applicant's present financial position and the details of financial
l data previously submitted. An attendance list is attached as Enclosure 1.

REGULATORY STAFF CONCERIS:

The staff eunmarized reacent indicators of CPC's financial performance and
the effect of such performance on the company's financial ability to
continue the construction of Midland Units 1 and 2. The company's bond
ratings were revised downward from Aa (high grade bonds) to A (upper |
medium grade bonds) by Moody's Investors Service, Ine., on July 9, 1974. |
Earnings declined ss a result of higher fuel prices; increased high cost |
purchased power requiremeants due to the August 1973 shutdown of the |
Palisades Unit; rising material and interest costs; and the declining |
demand for electric emergy because of energy conservation measures. |
Earnings per average common share declined from %2.77 for the year ended |
June 30, 1973 to $1.79 for the year ended June 30, 1974, 21¢ below the
applicant’'s annual dividend requirement of $2 par share. In its announce-
ment of the cancellation of the proposed Quanicassee Plant, Units 1 and
2, the applicant eited currently prevailing market conditions for utility |
\ securities and present inadequate sarnings as reasons for not being
J assured of raising sufficient new capital over the lengthy constructiom
period of the project to finance the project in addition to the hundreds
of millions of dollars which must be raised for other projects to meet
customer demands over the next tem years. The staff expressed much
concern as to vhether or mot the applicant, in view of these develop-
meuts, has a reasonable probability of obtaining the funds necessary
to eonstruct the Midland Units 1 and 2.

In reply to the staff's request for up-to-date financial information,

the applicant referred to its responses dated Jume 13, 1974 pursuant to
the staff's request of May 29, 1974. Described below are the applicant's
addenda to certain of its responses dated June 13, 1974,
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SOURCES OF CONSTRUCTION FUNDS

The $50 million loan from Pirst National City Bank was executed on

June 20, 1974 with interest at 1157 of the prime rate for the first

two years, 117 for the next two years, and 120% for the remaining
three years of the seven-year term of the loan. The loan application
did not require a projection of earnings according to the applicant.
$50 million of straight preference stock will be issued in November
1974. The 3535 million muclear fuel leasec is subject to negotiationm.

A major New York bank has made & commitment based on a five year term
with interest charges computed at 1162 of the rrime rate for the first
two yearrs, 1171 for the next two years, and 120X for the fifth and

last year. $30 million in lieu of the proposed $50 million of eonvert-
ible preference stock will be issued in July 1974 (NOTE: 600,000 con-
vertible preference shares, a hybrid security seldom used by utilities,
vere actually issued on July 25, 1974 at 350 per share with a 6% dividend
rate resulting in a 12% yield according to The Wall Straet Journmal of
July 26, 1974). The $100 million of first mort;age bonds scheduled for
sale in the late summer of 1974 will be changed to a two-part financing
arrangement: $60 million to be sold by negotiation in August 1974 with
4 twonty year term and a coupon rate of 11-3/8%; $50-55 million to be
sold later by negotiation with a term of 8-9 years. The $286 million
to be raised through external sources during the twelve months beginning
June 1, 1974, as described in the company's response of Jume 13, 1974,
have been revised as detailed above to amount to $291 million. Adding
the estimated internally geuerated funds of $97 million, based on the
assumption that the Palisades Unit does not operate during the subject
twelva months period, to the $291 million results in sources of con-
etruction funds aggregating $388 million compared with estimated con-
struction requirements of $364 million.

LINES OF BANK CREDIT

The applicant stated that it now has available $132 million as a firm
1tne of credit with four large banks versus the $122 million line of
eredit noted in its response of June 13, 1974. The increase in the line
of credit was necesssry to compensate for the cancellatiom i{n June 1974
of a common stock offering.

RATE CASES

The applicant stated that its April 23, 1974 filing for a $72.2 million
rate increase is still in the hearing stage which is 501 complete. The
requested rate increase of $614,500 for public pumping service was with-
drawn but will be resubmitted to request sn increase of $1 williom.
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The requested rate increase of $1.5 million for wholesale rates was
settled with the Federal Power Commission at $1.03 million. The
requested rata increase of $192,500 for steam service was approved.
The applicant indicated that it has filed a request with the Michigan
Public Service Commission for changes in its fuel adjustment clause
wvhich would recover from ratepayers increases in purchased power costs
and provide for recovery om a current hasis of increases in the cost
nf fuel used for generating electric energy and thereby eliminate the
present two months lag between cost incurrence and recovery from rate-
payers. The applicant pointed ocut that the attitude of the Michigan
Commission will be revealed by its treatment of the requested rate
incresses. If favorable action occurs, the applicant believes that
bond rating agencies and investment analysts will be less pessimistic
regarding its financial prospects.

CANCELLATION OF QUANICASSEE PLANT, UNITS 1 AND 2

The staff asked the applicant to explain the various facters influencing
its decision to cancel plans to construct the Ouanicassee Plant. The
applicant commented as follows: (1) reference was made to the state-
ments on page 4 of its prospectus dated July 17, 1974 for $60 wmillion

of firet mortzage bonds (Enclosure No. 2), e.g., "... the Company could

not be assured of raising sufficient new capital over the lengthy con-
struction period of the project to finance the project in addition to

the hundreds of millions of dollars which must be raised for other projects
to meet customer demands over the next ten years'; (2) comstruction budgets
are evaluated by financial and technical experts and finally approved by
the applicant's board of directors. If the probability of obtaining
adequate funds from outside financing and internal sources is not favor-
able, the construction program is curtailed. Among many financial
constraints is the necessity of maintaining a viable capital structure
vhich the applicant considers as 557 long-term debt with the remaining

431 including common equity and preferred stock; (3) coal-fired gemerating
units are superior to nuclear units with regard to plamning flexibility,
the shorter comnstruction period, and the regulatory comstraints; (4)
other construction projects in addition to Quanicassee were clininated or
curtailed; and (5) energy eonservation practices began to be discernible
in December 1973. A 5 decline in residential demand occurred during

the winter months and was followed by a 22 drop in the spring. Lighting
service declined 257 and commercial service dropped 62-8%. The applicant
revised its forecast of load grewth which indicated that a deferral of
Quanicassee would be reasonable. It was later decided to cancel the
plant largely because of financial comstraints,
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QUALITY CONTROL ACTIVITILS

The staff emphasized the fact that its financial qualifications review
is relited to the safety aspects of nuclear reactor comstruction and
operation, and indicated concern over any cutbacks in quality control
and quality ss~urance activities associated with the Midland Plant,
Units 1 and 2. The applicant stated that safety was paramount and
that doubts about its financial ability to construct or operate a
nuclear facility according to existing safety standards would result
in cancdllation of the project.

CONSUMERS POWER COMPANY CURRENT ECONCMIES

The staff noted that the applicant'e earnings per common share of $1.79
for the year ended June 30, 1974 were 21¢ per share below the presant
annual dividend requirement of $2 per share (Enclosure No. 3). The
applicant submitted a statement datad June 27, 1974 (Enclosure Yo, 4)
which explained that despite disappointing earnings of $1.79 per share
of common stock for the 12 wmonths ended May 31, 1974, the applicant’'s
board of directors cm June 25, 1974 declared the regular quarterly
dividend of 50¢ a share. The statemeut included these comments: "The
company has undertaken stringent economies in order to cut costs. These
include a cut of approximately $60 million in the 1974 comstruction
budget, the elimination of more than 500 jobs, a total suspension of
all motor vehicle purchases, and discontinuance of service building
conatruction."”

ESTIMATES OF SOURCES OF CONSTRUCTION EXPEMDITURES

In response to the staff's requast for estimates of sources of system-
wide constructiom expenditures during the construction period for Midland
the applicant stated that such estimstes would involve projections of
earnings and would violate certain SEC regulations regarding disclosure
of ianformation to one party without disclosure to the investing public,
The staff pointed out that a number of utilities have submitted sueh
projections as amendments to their applications for construetion permits.
The staff offered to make available to the applicant copies of projections
filed by several utilities during the past several months.

The meeting closed after the applicant agreed to file as an amendment to
its CP application the financial data including handouts provided the
staff during the meeting.

Original Signed b
ginal Signed By Original Signed by

Bruce M. Fhart | Leon B, Engle, Project Manager

orrcey |DiT@ctorate of Licensing | == Directorate of Licensing
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Enclosures:

1. List of Attandees

2. CPC's Prospectus, dtd 7/17/74

3. CPC's Statement of Income,
ded 7/25/74

4. CPC's Statement, dtd 6/27/74

DISTRIBUTION:
Docket Files (2)
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LPDR

LWR 2-3 Reading
AGiambusso
RSBoyd
VAMoore
FSchroeder
AKenneke
DEisenhut
RKlecker
SVarga
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LEngle

BHurt
EGoulbourne
0GC
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ENCLOSURE 1

MEETING HELD WITH CONSUMERS POWER COMPANY
ON MIDLAND UNITS 1 AND 2
DOCKET NOS. 50-329/330

LIST OF ATTENDEES

Atomic Energy Commission

A. Giambusso
V. Moore

J. Stolz

D. Vassallo
I. Peltier

L. Engle
B. Hurt

Consumers Power Company

S. Howell
J. Bacon

J. Bahn

B. Fisher
W. Boris

J. McDivitt
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ENCLOSURE NO, 2
PROSPECTTS

$60,000,000

Consumers Power Company
FIRST MORTGAGE BONDS, 1133% SERIES DUE 1994

Interest payable February 1 and Angust 1

Redeemable on 30 days’ nolice (a) at any time, at the option of the Company, as a whole or in part, at 11123% to
and inclzding July 31, 1975, and at decreasing prices thereafter to and inciuding July 31, 1993 and thereafter
at 1007 and (b) commencing August 1, 1979 at 1009, through opergiion of the sinking fund, together in
eaeh cuse with acerued interest; provided, however, that no optional redemption may be effected
prbrhdu,ldl.l’l‘lronwinmkimnolmnMdumﬂum
Companyg of less than 11375% per annum.

Annual sinking fund payments on each August 1, of $3,000,000 commencing on August 1,
1979, together with a payment at maturity of $15,000,000 on August 1, 1594, are calculatsd to
reéirs 100% of the issue. The Company has the option to deliver New Bonds in liew of cash and
has the non-cumulative option to increase any sinking fund paymnt by an amount noi rxceeding
such sining fund payment.

Application will be mede to list the New Bonds on the New York Steck Exchange.

THESE SECURITIES HAVE NOT BEEN APPROVED OR DISAPPROVED BY THE SECURITIES
AND EXCHANGE COMMISSION NOR HAS THE COMMISSION PASSED UPON
THE ACCURACY OR ADEQUACY OF THIS PROSPECTUS. ANY REPRE-
SENTATION TG THE CONTRARY IS A CRIMINAL OFFENSE.

PRICE 100% AND ACCRUED INTEREST

Underwriting
Price to Discounts and Proceeda to
Public(1) Comumissions(2) Compeang(1)(2)
Per Bond ; . Y sduesaipnandd : 100% 12 % 9812 %
Totai 5, 4T shakinkie v . 860,000,000 $£500,000 359,100,000

(1) Plud coorued interest, if any, from duguat 1, 1974.
(2, The Company his agreed to indemmify ihe Underwriters againgt certosn liahilities imsludirp V=% <q%p ‘he
Sevaiilnd act of 1938.
(3) Befors deduction of estimated ezpenses of 3130000 payable by the Company.
- N

The New Bonds are offered by the several Underriters named herein, subject to prior :ale,

when, as and if accepted by the U ndoru-rzten and subject to app! ‘oval of ecertain legal matters by
vm' an ?.Q."J’ 9-,-47Jf B '..,' P rvwvav«——0~-; 154
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sonds wrll he made on or about .iugust 1, 1974, at the office of Morgan Stanley & Co. Iru'o» porated,
1.0 Broadway, New York, N. Y., against paument therefor in New York funds.

MORGAN STANLEY & CO.

Incorporated

Tuly 17, 1974




Cousumers Power Company (the “Company”) is subject to the informational requiremenis of i«
Securities Exchange Act of 1934 and, in accordance therewith, files reports and other information wih
the Securities and Exchange Commission. Information, as of particular dates, concerning directors .1nn
officers. their remuneration, the principal holders of securities of the Company and any material inter
of such persons in transactions with the Company, as of particular dates, is disclosed in proxy statemcri~
distributed tov shareholders of the Company and filed with the Commission. Such reports. pro
statemeats and other information can be inspected at the office of the Commission at Room 6101, 1100 [
Street. N. W.. Washington. D. C., where copies can be obtained from the Commission at prescribed rutee.
in addition. renort<. nroxy statements and other information concernino the Camnany can he inenected 4i

. e & e -~ - b e “ . b Phadmnio Rbaal, 1o ibcman wwmd sbh . S8 Bn st oot
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Exchange. The Company's executive offices are located at 212 West Michigan Avenue, Jachs<on
Michigan 49201 (telephone number: 517—788-1030).

- — e —— e

No person is authorized to give any information or to make any representations other than tho-c
contained in this Prospectus in connection with the offer contained in this Prospectus and, if given r
made, any such information or representation must not be relied ugon as having been authorized b th.
Company or any Underwriter. Neither the delivery of this Prospecrus nor any sale made hereunder shal
under any circumstances. create any implication that there has been no change in the affairs ol the
Company since the date hereof. The First Mortgage Bonds offered hereby are herein sometimes referi«q
to as the “New Bonds™

TABLE OF CONTENTS
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IN CONNECTION WITH THIS OFFERING, THE UNDERWRITERS MAY OVER-ALLOT OR
EFFECT TRANSACTIONS WHICH STABILIZE OR MAINTAIN THE MARKET PRICES OF THE
NEW BONDS AND ANY OTHER BONDS OF THE COMPANY AT LEVELS ABOVE THOSE
WHICH MIGHT OTHERWISE PREVAIL IN THE OPEN MARKET. SUCH TRANSACTIONS
MAY BE EFFECTED ON THE NEW YORK STOCK EXCHANGE OR IN THE OVER-THE-
COUNTER MARKET. SUCH STABILIZING, IF COMMENCED, MAY BE DISCONTINUED AT
ANY TIME.

~



THE COMPANY

Consumers Power Company was incorporated in Michigan in 1968 and is the successor to a
corporation of the same name which was organized in Maine in 1910 and which did business in Michigan
from 1915 to 1568.

The Company is a public utility engaged in the generation, purchase, distribution and sale of
electricity, and in the purchase, production, manufacture, storage, distribution and sale of gas, in the
Lower Peainsula of the State of Michigan. The Company aiso supplies steam service in one community.
The population of the tervitory served is esumated to exceed 5,200,000. The Company’s uulity operating
revenues were denved about 58% from electric service and 42% from gas service for the twelve months
ended May 31, 1974,

The industries in the ternitory served by the Company include automobile and automobile equipment,
primary metals, chemicals, fabncated metal products, pharmaceuticals, machinery, oil refining, paper and
paper products, food products and a diversified list of other industries.

USE OF PROCEEDS

The wet proceeds from this sale of New Bonds will be used to finance in part the Company’s
construction program and to repay short-term borrowings made and to be made in connection with interim
financing of the construction program. It is estimated that just prior to this sale of New Bonds and the
New Preference Stock referred to below short-term borrowings will aggregate approximately
$120.000,000.

The Company estimates that its construction program for the years 1974 through 1978 will require
expenditures of approximately $2.2 billion. In order to finance this program and to meet First Mongage
Bond maturities of $170,334,000 during his period, it will be necessary for the Company to sell substandal
addiuonal securities, the amounts and types of which have not yet been determined. The sale of certain
secunues may be restricted as set torth under ““State ment of Income”. The Company presently proposes to
issue 800,000 shares of Preference Stock (the “New Preference Stock™), the New Bonds and approxi-
mately 345,000,000 of additional First Mortgage Bonds in the summer of 1974, and it may issue additonal
equity secunues iater in 1974. The sales of the New Bonds, the additional First Mortgage Bonds and the
New Preference Stock are not dependent upon one another. References herein to $105,000,000 of First
Mortgage Bonds include the New Bonds and such additional First Mortgage Bonds.

CONSTRUCTION EXPENDITURES

As of June 5, 1974 the Company had made or proposed to make capital expenditures for property
2dditions 1a 1974 in an estimated amount of $360,318.250, which estimate gives effect to a decision by the
Company in June 1974 to effect a retrenchment program involving the elimination of approximately
$40,000.000 from its construction budget for 1974. The 1974 program as projected includes $197,552,000
of expenditures towards the construction of three major projects as follows:

: Fstimated Fs*imared
Prajcct und Year of Total Cost
Locarion Features Operaiion to Company(a)
Pulisades Plamt Nuclear fueled with ininal full ramamty Af ahaue 700 555 ey ol T B
van Buren kilowatts and ulumate c-pncm of zbout 773.000 kilo-
Counry, Michigan) was
Vit - D:—-. Ty dudiear meneu WIS WILN AP erevs i CAnarty A sk » sine aveial w3 VTS, smue i o ;v__‘;'_:"‘;'_'_,'
ot MESER LU AU WELLY aNd 4,UU0 DY pounds pef huur oi ond unitin [98)
Micrigan) process steam(b )(c)
D E Kamn Two oil fired units at exssung plant 10 add approximately Unit 3 in 1974, Uni
v td 4.000.
Plant, Unis 1.307,000 kilowatts of capacity(d) in 1975 ' $ Deimiee
Jand 4 ( Near
Essexvule.
Michigan)



(a) Expenditures have been made or are scheduled to be made as follows:

Prior to 1974 1974 Afrer 1574
Pulisades Plani..........coesrmsnscnsssmeassconns 3180,048,.000 $ 855200 S -
Midland Pladt. .....cocmiremsmmsscssnisniercens 104,073,000 $101.000,002 $ 734,927.000
D. E. Karo Plant........ccomnssiomcsmsnnne. 3 92,578,000 $ 88,000,000 S 53.422.000

(b) Reference is made 0 “Atomic Energy Commussion™ under “*Regulauon™ and to Note (b) in the
Stalcweni of lwwur hccu

(¢) The steam will be furnished to The Dow Chemical Company for industnal processes.

(d) In connection with the construction of the two oil fired uwits and the conversion of other units 1
burn oil, the Company has a purchase agreement with a Canadian supplier to import oil from Canaca
See “Business—Elecunc Fuel Supply”™.

The 1974 construction program includes $162,766,250 for other facilites, including other electnc
production facilities, power supply projects, electric transmussior. and distnbution faciliues, gas supp.) )
lines, gas production, transmussion and distribution faciliues, steam additons and general and mus- |
cellaneous additions. Of this amouat, it is estimated $112,934,650 will be expended for electric addiucas. !
$41,906,000 for gas additions and $7,925,600 for general, muiscellaneous and steam addiuons. a5y

The Company has cancelled plans to construct a two-unit, 2,300 megawatt nuclear power plant near.’
Quanicassee, Michigan for init:al use in 1984 and 1986. The decision to cancel the $1.4 billion project was
made for the reason that in view of currently prevailing market conditions for utlity secunities and the '
Company's presently inadequate earnings, the Company could not be assured of raising sufficient new
capital over the lengihy construction period of the project to finance the project in addition to the hundreds ~
of millions of dollars which must be raised for other projects to meet customer demands over the gextten |
years. Total costs (not including land costs) incurred to date for the plant are approximately $13,500,000
which consist of engineering, license application, environmental impact studies, and other preliminery |
work. The Company will expiore the possibility of obtaining authorization from the AEC to locate a
nuclear plant on this site at some time in the future and therefore some of the costs may be salvageabis,
but it may be necessary to make a charge against current operauons in 1974 for all or a pant of the costs
incurred. x

Continuation oi the Company’s construction program depends upon continuing availability of
substantial amounts of outside capital from frequent sales of debt and equity securities over the foresesable
future. The balance of funds needed is expected to be provided from internal sources. The Company will
need significant and timely rate increases if revenues and income are to be maintaired at levels which wili
result in sufficient internally generated funds and which will permit external financing of its construcuon
program and its operational requirements at reasonable cost. If adequate funds cannot be obtained from
outside financing and internal sources, the Company, ‘of necessity, will further curtail its comstrucuen
program to the extent feasible. The Company is currently studying its revised construction schedules and
budgets with a view to additional future cutbacks should the unavailability of funds make this necessary.

i Any expenditure reductions which might result from the deferral of construction could be significanty
% offset by cost escalations and by general inflationary price trends.

.
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CAPITALIZATION

The following table sets forth the capitalization of the Company as of May 31, 1974 (excluding
current portions of long-term debt) and as adjusted to reflect the balance of the $34,700,000 principal
amount of Installment Sales Contracts with t~e City of Marysville and the Charter Township of Hampron,
Michigan, executec in February 1974, the balance of the $39,000,000 principal amount of Instalimen:
Sales Conwracts with Covert Township and the City of Luna Pier, Michigan executed in August 1973, the
execution of a $50,000,000 term bank loan in June 1974, the sale of $105,000,000 principal amount of First
Mortgage Bonds in the summer of 1974 and the sale of the New Preference Stock.

Ou % of
* b?:;.Jl“ As Capitalization
Title of ¢ a-y 1974 Adjusied As Adjusied
Thousands of Doliars
Long-term debt( 1)
First mortgage bonds......... ..o $1,151,153 $1,256,153
lastallment sales contracts payable................ 59,631 73,700
4%% Sinking fund debentures due 1994..... . 37,000 37,000
Term bank 1028 (2) ..o - 50,000
Other long-term debt.............ooooooneooo 123 123
Unamortized net debt premium.......................__ 2,061 2,061
Total loag-term debt ..o $1,249,968 51,419,037 56.0%
Preferred stock, cumulative, $100 par value, authorized
5,000,000 shares, outstanding 3,471,338 shares (1)......... S 347,134 S 347,134
Preference stock, cumulative, $1 par value, authorized
3,000,000 shares, none outstanding at May 31, 1974 and
800,000 shares as adjusted (1) ..., — 800
Capital in excess of par value of preference stock......... — 39,200
Total preferred and preference stock ... $ 347,134 § 387.134 15.3%
Common stockholders’ equity .
Common stock, $10 par value, author:zed 32,500,000
shares, outstanding 26,233,838 shares SO et s $ 262,338 $ 262,338
Capital in excess of par value........ccuoweverveeonsoe 247,231 247,231
Retained eamings(1).......u.oooovooore 227,852 227,852
Less—Capital stock L R e L) (7,005) (9,540)(4)
Total common stockholders’ equity............. . § 730416 $§ 727,881 28.7%
Total capitalization(5) ..o $2,327,518 $2,534,052 100.0%
_— ————m——— ————

(1) Reference is made to Financial Statements and notes related thereto.

(%) Oa Juae 20, 1974 the Company borrowed $50,000,000 from a bank under a promissory note
martuning in 198] and bearing interest at a fluctuating rate (13.225% at June 27, 1974) related 10 the

bﬂﬂ&'s r"m 'ﬂt‘.ﬂ: rate 'n‘p ”m! ware nv—d S Tanav rhoa tace b . wobiiabh amniimtad o

" PF™J weavas Wwasss UNIRa vy AR TT AMANAA AW s vene W
$73,630,000 as of June 27, 1974,

(3) The number of shares issuable upon conversion at the initial conversion price will be reserved for
AN uiam wvelawi Ul die iNew Prefeicnce Suwck

(4) This amount gives effect to estimated expenses payable by the Company.

(5) The Company has been authorized by the Federal Power Commission to incur short-term
borrowings of up to $300,000,000. T.ue Company has agreements with banks providing for short-term
borrowings of up to $132,000,000. As of May 31, 1974 short-term borrowings amounted to $104,510,000
and the current sinking fund requirements on long-term debt amounted to $13,288,000. See “Use of
Proceeds.”



CTONSUMERS POWER COMPANY
STATEMENT OF INCOME

The following Statement of income of Consumers Power Company for the five vears ended Decemoer
31, 1973 has Szen examined by Arthur Andersen & Co., independent public accountants, as se* -7th 1
their report elsewhere in this Prospectus. The Statement of Income for the itwelve months eaded May 31,
1974 (including the notes related thereto), which has not been examined by mdependr’ nublic
accountasts, reflects, nn the opinion of Lhc Company. all adjustments (which consxst only o7 zormal

—
ust ‘, e T D Sramrman vier s try nmesasesem e sawnee ..... -......f-- - -—--......._. Co e rerais = amt - e v p tm -
_....__.... rr it Se 44 : i< e . "

shoula be read in conjuncuon with the Fmanual Statemcnvs and rclaxed notes appeanng elscw he'— 7 this

Prospectus.

Your Endad Necombher 11 Twe 1o
Moatk< Ended
1969 1970 1971 1972 1973 Mas 31 1974
G b 5s,
Thousands of Doilars
Operatung Reveoue: (a)
Elecrric . $308,000 $334904  $364230  $416,994  $495723 $522.5°4
Gas — 240,536 273,874 236,091 332,085 317906 386.1%1
Steam 1,239 1,212 1,296 1,374 1,328 1.9
Touwl vperating revenue.......... $549 77§ $609,990 $651 617 $750,453 $834.954 $9i2.123
Oper.ting Expenses and Taxes:
Operaton (b)(c)(d) $280,384  $324,789  $379987  $444.489  $493.75S §781 €28
Maintenance 26,121 32818 31.512 41,187 44263 £ 529
Depreciation and amortization ... 51,881 £5,608 58210 62,937 73.428 TE3S
General taxes 37,058 .9,062 43873 48,204 54,160 260
lacome taxes (e) $9.472 54281 37,585 39,519 44 633 25491
Total ~oeraur: expenses and
RN, - 5 $506,558 $550,167 $636,336 $710,239 a 792.500
Net operadng income. e eoe...  $ 94,859 ° $103,432 $101,450 S114,117 $124,715 SIS
Otber income:
won (f) - § 8421 $ 14,108 $ 21,862 $ 25,455 § 23223 S 21322
Income of Subsidiaries . .. 1,350 1,650 1,897 1,920 3,341 &6.701]
Gain on reauquisition of long-term debt..... 765 1,074 1,260 1,418 1.609 1613
Other, net 282 530 889 526 1,990 = !.‘2
- Netotherincome. e § 10,822 $ 17,362 $ 25908 $ 29,319 S 30,163 s 30.353
Imserest Charges: '
Intereston jong-termdebt. ... $ 35867 §44774 § 53829 §63754 S7132 § 74,669
Other imteres: charges 2,854 3,188 1,749 1,504 2,663 4092
Totai interest charges . § 38721 $47962 - § 55578 $ 65258 § 73985 $ 78761
Net Income $ 6690 § 72832 $ 71,780 $ 78,178 S 80,893 S 68952
Dividends on Preferred Seock 3534 3517 7.108 11,251 17,746 21.992

Net Income After Dividends on Preferred
Stock . $63426 $69315 $64672 S 66927 § 63,147 $ 47050

Eamings per Share of Common Stock (g) ... $ 279 § 295 § 269 § 272 § 24l s 179

=== e -
Cash Dividends Declared Per Share of Com-
mon Stock (h) $ 1425 $§ 200 $ 200 S 200 S 200 S 10
Ratio of Eamings to Fixed Charges (i) .. 128 3.67 298 2.81 2.69 523
E — —S——
Raove ofiamna 1o Fixed Charges Plus Pre-
_ ferred Dividend Requirements ( Pre-Income
" Tax Basis) (i) 3.65 3.25 .49 2.23 1.96 .59

See Notes to Statement of Income



NOTES TO STATEMENT OF INCOME

(locluding Notes Relaied to Unaudited Statement of Income)

(a) On January 18, 1974, the Michigan Public Service Commission (“MPSC”) authorized increases
ic the Company’s electric and gus rates of $31,000,000 and $46,600,000, respectively, on an annual basis.
The rate increases included intenim increases aggregating $50,000,000 divided equally between electric
and gas rates which were placed in effect November 10, 1973. Of the authorized gas rate increase,
approximately $14,571,000 became effective on April 20, 1974 after the second unit of the Marysville Gas
Reforming Plant became f:lly and commerdially operable. In response to requests by the Michigan
Antorney General and others (or a rehearing on the authorized rate increases, the MPSC on March 27,
1974, reaffirmed the rate increases granted on January 18, 1974, In addition, the MPSC noted that the
authornzed rate schedules we:: based on capital expenditures relatng to the Marysville Gas Reforming
Plant in the amount of $119,700,000, which amount represented estmated costs at the time of the
Company’s rate application, and that consideration for rate purposes of subsequent additional costs
esumated to aggregate $35,300,000 is to be delayed pending completion of a performance audit with
respect to the Marysville Gas Reforming Plant conducted underthe-auspices of the Commission’s Staff.

1o April 1974 the Company submitted an application to the MPST 1o increase its electric rates by not
less than $72,159,000 annually and at the same time requested parta! and interim relief in the amount of
$54,659,000 annually. It is not expected that the MPSC will act upon the application or the request for
-pamzl and mtenm im relief unnl laiecin 1974 followmg beanngs and other investigation of the requests. '

nganon is pending in the Iagham County Circuit Court with respectto electric and gas raie increases
whic™ became effective in 1969 and which are subject to refund relating to the reduction and elimination of
the Federal income tax surcharge. In 1970, the Court issued a temporary injunction permitting the
Company to collect the rates without adjustment for the subsequent reduction and elimination of the
income tax surcharge, subject to possib.e refund, with interest, of a portion of the amounts collected. As a
result of further authorizations by the MPSC in December 1971 to increase electric and gas rates effective
December 14 and December 23, 1971, respectively, the Company believes that there are no refund
obligations with respect to servie rendered subsequent to these dates. In March and April 1974, the Court
ruled in favor of the MPSC wi.. respect to the income tax surcharge issue and ordered the Company to
refund $24 542,632 to its electric and gas customers. The Company has established a reserve stated net of
related income taxes in the amount of $11,867,818, and believes that the amount of such reserve is
adequate to cover the refund obligation, exclusive of interes: charges which are presertly not capable of
determination. The Company is undertaking to seek judicial review of the Court orders of March and
Apri 1974, including a request for a stay of the refund pend.ng further judicial action. The litigation also
inveives a claim with respect to the legality of the electric rate increase, which became effective in 1969, ¢ 2
the grounds that the increased rates became effective by Court order in October 1969, that the MPSC did
oot 1ssue an order approving said rates until April 1970 and tiat as a result, the electric rates charged
during the period are subject to refund in an amount of approximately $7,763,000, plus interest charges
whirch are presentlv not capabl- of determination, for which no reserve has beza providad.

(5) Throughout 1972 opennons of the Palisades Nuclear Plant were significantly restricted by the
Atamic Energy Commisaion (“ALC™) and, accordingly, the Compauy capitaiized an aiiowance for runds
used during construction ($5,600,000) and other costs normally charged to operations ($2,000,000) on a
pro rata basis reflecting actual ourput of the plant during the year. In December 1972, the cost of the plant
lﬂC'Udlﬂ’ foel (8176 7“ mﬁ\ wae mnlfomd tn nlano in r.-nh.

The Palisades Nuclear Plant has been shut down since August 1973 for repairs to certain reactor
vessel internal components a1'd the steam generators of the plant. It was thought tha: repairs had been
completed and the piant woulc' be returned to service during May 1974. However, duning pre-operational
tests being conducted in preparation for start up of the plant, two tubes in one of the plant’s two steam
generators failed to withstand the pressure buildup. This will require further testing and repair which will
further delay the start up. In addition, public hearings may be required by the AEC before the plant is
returned to commercial operation. During the period of shutdown the Company also installec cooling
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towers which were originally scheduled to be tied into the plant during a 12-week outage in the first six
months of 1974, The net cost of replacement power, net of related income taxes, amounting to $7.221,000
(8.27 per share of common stock ) for the year ended December 31, 1973 and $16,687,000 (S.64 per share
of common stock ) for the twelve months ended May 31, 1974, has been charged to income.

(c) The Company receives a portion of its gas supply from its wholly-owned subsidiaries and.
accordingly, operation expense includes approximately, $37,170,000 in 1969, $39.465,000 in 1972,
$40,770,000 in 1971, $47.953,000 in 1972, $49,213,000 in 1973 and $51,817,000 for the twelve months
ended May 31, 1974, relaung to the cost of gas purchased from these subsidiaries.

(87 ROTWice o fiede wr Wore 710 Finanemal Nratamante fas izfoom oo fClalug W ouie Cuipany s
pension plap.

(e) Reference is mace 1o Notes 15 and 16 to Financial Statements for informauon relating to incoms=
taxes.

(f) The allowance for funds used during construction, included in other income, s defined in the
apolicable regilacery sy=ave o scocuats 25 ke ot wost, dilug e penod oi coastrucuon, of harrowed
funds used for construcuon and a reasonable rate on other funds when so used. Under established
regulatory practices, the Company is permitted to earn a return on the capitalized cost of such funds and 1o
recover the same in the rates charged for utility services. '

The composite rate used by the Company to capitalize the cost of funds devoted to construction was
6.8%, 7.6%, 8.0%, 7.5%, 7.5% and 7.6% in the years 1969 through 1973 and the twelve months ended May
31, 1974, respectively. The current rate being used is 7.75%. The amount capitalized has increased since
1969 principally as a result of substantial increases in construction work in progress and in the costs of
capital.

Based on the Company’s source of funds for gross property additions, and assuming that the cost of
finanaing other than common equity financing was equivalent to the current cost of long-term and shon-
term debt (before income tax effect), preferred stock and other sources available in each of the penods,
the estimated common equity component of the allowance for funds used during construction amounted o
3.3%, 7.9%, 10.9%, 12.0%, 9.6% and 13.3% of net income available for common stock for the years 1969
through 1973 and the twelve months ended May 31, 1974, respectively.

(8) Earnings per share of common stock are computed based on the average number of shares
ousstanding duning the periods shown as follows: 22,768,900 shares in 1969, 23,506,780 shares in 1970,
24,033,838 shares in 1971, 24,583,838 shares in 1972, 26,233,838 shares in 1973 and 26,233,838 shares for
‘the rweive months ended May 31, 1974

(h) The quarterly dividend oo common stock formerly declared in December was declared in

January starting in 1970. Therefore, the dividends declared in 1969 only include three quarterly dividend
dedarations. Dividend payments have continued to be made in the months of February, May, August and
November.
(i) For the purpose of computing the ratio of eamings. to fixed charges, eamings represent the
Company's net income (including allowance for funds used during construction ), before deducting income
taxes and fixed charges. Fixed charges represent the Company’s interest expense and amoruzatoa of debt
discount, premium and expense. In addition, for the purpose of computing the ratio of earnings to fixed
charges plus preferred dividend requirements (pre-income tax basis ), preferred dividend requirements
fepresent an amount equal to earnings which, on a pre-tax basis, would be required to meet the preferred
stock dividends.

() Reference is made to “Construction Expenditures” for information relating to cancellauoa of the
Quanicassee Nuclear Plant project.

The annual interest requirements on the New Bonds will be $6.825.000.
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The pro forma ratio of earnings to fixed charges for the |2 months ended May 31, 1974, is
approximateiy 1.82, based on long-term debt outstanding at that date (excluding current maturities and
including the balance of Installment Sales Contracts executed in August 1973 and February 1974) after
giving effect to the issuance of the New Bonds, the proposed issuance of $45,000,000 principal amount of
First Mortgage Bonds at an assumed interest rate, the retirement of ali short-term borrowings, and the
execution of the $50,000,000 term bank loan in June 1974. '

The pro forma ratio of earnungs to fixed charges plus preferred and preference dividend requirements
( pre-income tax basis) for the twelve months ended May 31, 1974 is approximately 1.30, based on the
adjustments in the foregoing paragraph and a full year’s dividend requirements on preferred stock
outstanding at that date, after giving effect to the proposed issuance of the New Preference Stock at an
assumed dividend rate.

‘The earnings coverage provisions of the Indenture covering the Company’s First Mortgage Bonds
require for the issuance of addiuonal mortgage bonds, except for certain refunding purposes, minimum
earnings coverage, before income taxes, of at least two times pro forma annual interest charges on bonds.
The Company's Charter requires for the issuance of additional shares of Preferred Stock specified earnings
coverages, including minimum earnings coverage, after income taxes, of at least one and one-half times the
pro forma annual interest charges on all indebtedness and preferred dividend requirements. On the basis
of these formulae, the pro forma coverages (assuming the issuance of $705,000,000 of First Morigage
Bonds) for the twelve months ended May 31, 1974 (computed including allowance for funds used dunag
construction) wou'd be, respectively, not less than 2.01 times as comparad with the requirement of at least
two times and (including the $50,000,000 term bank loan) not less than 1.22 umes as compared with the
requirement of at least one and one-half umes. The amounts of additional First Mortgage Bonds and
Preferred Stock which can be issued in future years will be contingent upon increases in earnings through
rate increases or otherwise.

At May 31, 1974, after giving effect to the execution of the $50,000,000 term bank loan in June 1974,
the balance of Installment Sales Contracts executed in August 1973 and February 1974, the proposed
issuance of $105,000,000 principal amount of First Mortgage Bonds and the proposed issuance of 800,000
shares of the New Preference Stock, retained earnings in the amount of $106,306,247 would not be
available for the payment of cash dividends on common stock under provisions of the Company’s Arucles
of Incorporation which, except under certain circumstances, prohibit the payment of common stock
dividends in cash which would reduce the nercentage of common stock equity to total capitalization below
25%. There are also othsr restrictions as to the payment of dividends on common stock which, however,
would be less restrictive than the limitation mentioned above.

The decrease in net income for the 12 months ended May 31, 1974 from the 12 months ended
December 31, 1973 is principally the result of continuing inadequate levels of electric and gas rates in
relation to increases in operating costs ( principally purchased power, fuel and gas, including the continued
cost of replacement power during the Palisades Nuclear Plant shutdown), higher interest costs, continuing
inflation and a flattening demand for electricity and gas. The decrease in earnings per share of Common
Stock 1n 1973 and for the 12 months ended May 31, (974 is the result of aii the {aciors allecung oet
income, increased dividends due to the issuance of additional Preferred Stock and to a larger average
uunbes uf shases of Comion Siock outsiandiag. The Company belicves that the mast significant fasors
accounting for the flattening demand in electric energy sales were energy conservation measures and
reduced business activity, partcularly in the automobile and automobile equipment industries. With
racnact o oae sales tha Campany helieves that the flarening demand was due in large part to warmer than
normai weathier and ihe cusiaduieni of 5ales 0 5Casvnal CUSICMCTS as WOl &5 Wikei s Guon measulss and
reduced business activity.

The foregoing adverse factors are continuing and if not offset by proportionate increases in operatng
revenues, including periodic rate relief, or otherwise, will continue to adversely affect earnings.



BUSINESS

Electric Service

The Corpany renders eleciric service in an area of approximately 27,800 square mules, having a
populaton of approximately 3.300,000. Principal cities served are Bautle Creek, Bay City, Fliat, Graad
Rapids, Jackson. Kalamazoo, Muskegon, Pontiac and Saginaw.

The Companv owas and operates electric penerating nlants with aoaranare samasin: of € 163 100/ 2

einwane and, as shoas nnder “CoasTusion EXpoaditiics” sUove, o wusiivvuug suditivnal piauts wilci
will add 2.607.000 kilowarts to the Company's generating capacity as follows:
Kilowatts
Precent Plazts
Plants Usder Construction
Fossil fuel cteam-slectric nlants (6 »t present, 2
units under construction )
SRS LN T P S e 542,000 1,307,000
Nuclear steam-electric plants (2 at present, |
under construcuon) ......... R 8 e T v al e 77:,000(a) 1,300,000
Pumped storage plant( 1) ..c.ccovvevvrecnriesreresnsenns 994,500(b) -
Hydroelectric plants( 13) ..ccocvcveneeemsnsvenssssessssneses 133,600 —
Gas turbine PlAnIS( 7) c.oovvcceeeececeenrinseseerssseseessnsssnns 522,000 —
[ R SIS 5,363,100(a) 2,607,000

(a) This includes 700,000 kilowatts for the Palisades Nuclear Plant See “Atomic Energy
Commission™ under “Regulation” and Note (b) to the Statement of Income herein.

(b) This represents the Company’s share of the capacity of the Ludington Pumped Storage Plaat. The
Company and The Detroit Edison Company have 51% and 49% undivided ownership, respectively, in the
plant and the capadity of the plant is shared accordingly. Agreements are in effect providing for the
purchase by Commonwealth Edison Company of one-third of the capacity from the plant undl early
August 1983 and one-sixth of the capacity from the plant thereafter until early August 1988.

The Company’s electric generating plants are interconnected by a transmission system operating a:
from 138,000 10 345,000 volts.

The Company has an electric coordination agreement with The Detroit Edison Company providing
for coordinadon of planning, desiga, construction and operation of the electric systems of the parties, the
readering of murtual assistance during emergencies and the effecting of tl.e maximum practica! economy o
providing the electric power requirements of each system. There are four 138,000 voit and four 345,000
voh interconnections berween the systems. These interconnections permit a sharing of the reserve capacity
of the two systems and a substantal reduction in investment in plant facilities for each company. The
Company and The Detroit Edison Company have filed a joint petition with the MPSC for approval of
cemain emergency procedures to be invoked, if necessary, in the event of anticpated or predictabie energy
shortages in the electric service areas of the two companies. In Januarv 1974 the MPSC authorized ot za
interim basis emergency electrical procedures to be followed by the two companies and a proceeding is
currently pending before the MPSC to determine whether the procedures should be permaneetly adopted.

The Company has an agreement with The Detroit Edison Company and Ontario Hydro for
interconnectons linking the power systems of the Company and Detroit Edison with the power system of
Ontario Hydro and also providing for mutual assistance during emergencies, improved reiiability of buik

10



~ower supply and the effecting of economies by coordinated development and exchange of power. Two

-~

235,000 volr and one 345,000 volt interconnections have been established under the agreement.

The Company has agreements with several other major electric unlities operating in Michigan, Ohio,
!adiana and !llinos providing for interconnection services and other transactions. The Company also
maintains interconnections with the Michigan Municipals and Cooperauves Power Pool, the Ciues of
Lansing and Hollaad and interchanges power with the Edison Sault Electric Company.

The maximum net demonstrated capability for the summer of 1974 of the Company's interconnected
system including supplemental purchases is 5,525,000 kilowatts (including the Palisades Nuclear Plant) to
serve a projected maximum demand of 4,330,000 kilowatts. The net maximum demand on the
interconnected system through May 31, 1974 was 4,394,295 kilowatts on August 27, 1973.

Electric Fuel Supply

In additon to substantial and continuing increases in fuel costs, the Company is also experiencing
\imitations and restricuons on the availability of fuel.

-

For the rwelve months ended May 31, 1974, approximately 55% of the Company’s kilowatt-hour
requirements were obtained from coal-fired generation, 6% from nuclear, 7% from cil, 3% from peaking
Jrits (oi and gas), —1% from hydro (including net pumped storage generation) and 30% from
purchased and interchanged power.

Approximately $5% of the Company’s owned generating capability (excluding pumped storage) is
Jenerdent upon coal as a source of fuel and requires approximately 6 5 million tons of coai annually. The
Compaay has long-term coal contracts which provide for the delivery of approximately 90% of its coal
requirements in 1974, These long-term contracts provide for deliveries through 1977 and in some
‘nsiances through 1982, The sulfur content of the contract coal ranges from 0.6% to 4.0% by weight, the
majonry of which falls between 2.0% and 3.0% sulfur. Approximately 900,000 tons of low-sulfur coal per
vear is under long-term contract from munes located in eastern Kentucky, and 3.7 million tons of high-
sulfur coal per year is under long-term contract from mines located in Ohio. The remaining long-term
sontract coal supplies are from mines in northern West Virginia, Indiana and western Kentucky. Due to
‘nortages of railroad cars, enforcement of the Federal Coal Mine Health and Safzety Act of 1969 in mines
serving the Company, equipment breakdowns at mines and breakdowns of coal-handling facilities at the
Company's plants. as much as 10% of the long-term contract coal may not be available in 1974. The
salance of the Company’s coal requirements not under long-term contract and that quantity of coal under

inz-ierm contracts which cannot be delivered must be supplied through short-lerm agreements or spot
. hases at prices substantially higher than coal obtained under long-term contracts, At present the price
‘or such spot purchases of coal with less than 1% sulfur ranges from $25 to $37 per ton as compared to
‘on2-term contract prices of from $13 to $20 per ton.

As of June |, 1974 the Company’s coal inventory amounted to approximately 79 days’ supply. The
Company is undertaking a program to maintain or improve coal invenrories to :. level equal to or above
aormal seasonal !2vels because of the expiration in November 1974 of the labo: agreement between the
L nired Mine Workers and the mine owners. Future changes in governmental requiremeats pertaining
‘e coal ndustry could adversely amtect cost and avadaoility ot coal supplies. dee “Regu-
.auon—Compliance with Environmental Requirements” for matters pertaiaing 1o meeting EPA regu-
.iuons on ccai-fired generaung units.

The Company is negotiating for supplies of low-sulfur coal from two or more new mines wmch are to
se ome operational from 1976 to 1978, These new sources are lutended to supply low sulfur coal to

- 0 - e ,.........- l.q- ErTN cASreTte .-J SR =S L\o '-ql- o A wistL A "..0 .“....0 .- —- -
v o - s e e weis Toice SIS 2% SatE O
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2a::iing generaung units. A!though the'e is no assurance tha. the Company will comglete such
jagouations. tne Company believes that any successful compleuon of current negouations for new coal
irplies wili require the Company’s participation in part:al or total ownership of the coal mines.

In connection with generating uaits which bura crude oil and the construction of new oil-burning
:2nerating uniis. the Company expects to import from Canada approximately 2,700,000 barrels in 1974,
sre2sing to an annval rate of approximately 11,000,000 barrels beginning in November 1975, As a result

* r2ves and other increases in cost, imported low-sulfur ceude oil from Canada increased o S12.46 ~or

il



barre! as of June 1, 1974 as compared to $4.12 per barrel a year earlier. The Company expects 10 recover
subsi .nuaily ail of such additional expense through the operation of fuel adjustment clauses included 1~ it
rate schedules for electric service. For additional information see “Gas Service™ below.

The Federal Energy Office (“FEO”) adopted mandatory fuel allocation rcgulauons under which
volumes of middle disullates, residual :nd crude oils are to be allocated. Such regulauons ar» now
adminisiered by the Federal Energy Administrauon (“*FEA”). The Company is to be allocated 1057 of iis
1972 volume of middle disullate oil (as reduced by application of an allocauon factor), or as others <2

determuined by the FEA. but not less than 100% of current requirements for nuclear plants, start-up, tesv.n2.
and flame stahility af snel firad alames (ooname O

22 ,.Z_... e Wele b Liuue aud IESIQUS! OHS USeT A3t

sleoesic L22IIREST ase w e uiiocated among utities using such fuel on th- basis of the amount avzal .':i—-
and the recommendauons of the Federal Power Commission (“FPC™) so that, if necessary, each ut'.n

“within appropnate groupings” will absorb an 2qual percentage cutback of power gemeraticn two :j-.:
maximum exten: poceble. While the Coiupany is not assured ot receiving its required allocations, and the
failure to receive the same could have an adverse effect upon its supplies of oil and the Company’s
generation, o date ench snrnlies have been 2¢2502tc (0 micel wie Coinpaay's requirements.

The Company’s overall average cost of fuel burned has increased substantially, as shown below. 224
‘urther increasss are expected for the foreseeable future.

Cents per Million Btu Percentage of Total
Fuel Consumed Fuel Consumed

Y3 BB wn un  1e g vm owm e e

3 ¢ 3 ¢ ¢ % % % % %
OB criaonics 489 440 42.9 36.6 31.2 70.1 75.5 85.0 86.2 02.9
s B34 77.8 79.9 84.1 82.7 9.7 5.0 2.7 3 o |
R o ricsiinne 66.4 54.8 45.4 43.0 4]1.1 $3 1.7 10.1 11.3 44
Nuclear........ 24.1 243 278 360 339 149 11.8 2.2 P 2.5
All Fuels........ 496 442 43.8 374 31.8 100.0 1000 1000 100.0 1000

For the five months ended May 31, 1974, the Company’s overall average cost of fuel consumed
increased to 69.1¢ per million Btu as a result of higher fuel costs and a lower percentage of nuciear fuzi
consumed. For this period, the percentage of total fuel consumed and cost per million Btu of fuei
consumed for the four fuel classes are, respectively, coal: 81.5% and 59.0¢, oil: 9.2% and 157.6¢, gas: 7.4%=
and 83.2¢ and nuclear: 1.9% and 20.1¢.

The Company’s present nuclear fuel requirements are for the Big Rock Point Plant and the Paiicades
Nuclear Plant The Company has contracts for each of these plants providing for the supply of all
segments of the nuclear fuel supply chain, including uranium ore concentrates and the conversion
uranium hexafluoride; earichment of the uranium hexafluoride; fabrication of nuclear fuel assemblies; and
ransportation, reprocessing and reconversion of the “spent” nuclear fuel assemblies. The contracts cover
requirements for a minimum of the next five years. These agieements are with major private industrizl
suppliers of nuclear fuel and related services and with the United States government.

The Company also has contracts for several but not all segments of the nuclear fuel cycle for the

Midland Plant. These include contracts for the supply of uranium ore concentrates, conversion 1o uranium

bexafluoride, and fabrication of nuclear fuel assemblies for the initial cores for the Midland Plant Inla2

June 1974, the Company applied to the AEC for enrichment service for initial cores for the Midland Pizat

but the AEC declined at that time to execute contracts for such services. If the AEC continues to decline 12

. furnish such earichment services for a substantial period of time and if alternative enrichment services are
not available, initial operation of the plant couid thereby be delayed.

Gas Service

The Company renders gas service in an area of approximately 12,900 squaic miles having 2
population of approximately 3,800,000. Principal cities served are Bay City, Flint, Jackson, Kalamazoo.
Lansing, Ponnac, Roval Oak, Saginaw, Warren and a number of suburban communities near Detroit.

R
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The Company owns gas tran-mission and distribution ma:ins and other gas lines, compressor stagons
and facilities, and storage rights, wells and gathering facilities in several fields in Michiga> The Compaay
and Michigan Gas Storage Company (“Storage Company”), a wholly-owned subsidiary of the Company,
store a portion of its gas supply in the warmer months of the year for use in the colder months of the year.

For the twelve months ended May 31, 1974, approximately 52% of the Company’s gas supply was
obtained from Trunk'ine Gas Company (“Trunkline”), 25% from Storage Company, 8% from Michigan
fizlds, 9% from Marysville Gas Reforming Plant and 6% from miscellaneous spot purchases.

Gas is furnished by Trunkline to the Company pursuant to a contract providing for the delivery of
approximately 255 billion cubic feet of natural gas per year. Storage Company presently has a contract
with Panhandle Eastern Pipe Line Company (“Panhandle™) providing for the delivery of 92 billion cubic
feet of gas per year. Since 1971 the Company has experieaced curtailments from its pipeline suppliers and
is currentdy experiencing additional curtailments which are expected to conunue for an indefinite period.
These curtailments aggregated approximately 64 billion cubic feet of gas in 1973 and are expected to be 90
bilion cubic feet in 1974 and could increase to a higher level in the future. The curtailments imposed by
the pipeline companies are the subject of pending proceedings before the FPC, and orde:s issuec in such
proceedings will determine the curtailment procedures ultimately to be placed into effect by the pipeline
compaaies.

The maximum daily sendout of natural gas for the Company through June 30, 1974 was 2,283 millon
cubic feet on january 15, 1972. Of this total, 691 million cubic fee: were purchased from Storage
Compaay, 897 million cubic feet were delivered from the Company'’s storage fields, 649 muillion cubic feet
were purchased from Trunkline and 46 million cubic feet were obtainsd from producing Michigan fields.
The peak-day system capacity is in excess of 2,800 million cubic feet.

In May 1973, Panhandle applied to the FPC for increases in its wholesale gas rates which would, if
approved, result in an increase in the cost of gas purchased by Storage Company from Panhandle of
approximately $4,700,000 annually. Aany increase in such wholesale rates to Storage Company would be
passed on to the Company under Storage Company’s cost-of-service rates approved by the FPC.
Pashandle’s proposed rates were suspended by the FPC untl December 1, 1973 and sertlement
discussions have been held among Panhandle, its customers and the FPC staff. A proposal of serlement
has been temtatively reached which would result in an increase in Storage Company's rates by
approximately $3,400,000 per year. In May 1974, Trunkline applied to the FPC for increases in its
wholesale gas rates which would, if approved, result in an increase in the cost of gas purchased by the
Company from Trunkline of approximately $28,600,000 per year. The FPC suspended the proposed
tanifis until December 1, 1974. The Company expects to recover substantally all of any such addizonal
expense incurred by reason of such proceedings through the operation of cost-of-gas-sold clauses contained
in its retail rate schedules for gas service.

As a consequence of the national gas shortage and in order to protect service to its existing customers
and to limit new customer requirements to the gas supply available, between May 1973 and May 197+ the
Company issued permits only to new residential and home heating customers. In late May 1974 the MPSC
authorized the Company to attach a limited number of new small commercial and industrial customers in
add.dun to new sesideniial and home keating customarr. The Corpary 's urat'e *o pre fit whetheritv=!!
be required in 1974 and later years to cease adding customers or to curtail gas service to aay of its
Customers athar than seasonal customers or whather it will he ahle to continue attaching additonal load.
Such actions are dependent upon the extent of future curtailments on the part of the Company’s pipeline
suppliers referred to above and the receipt of additional gas supplies from the sources of supply hereinafter
dascrined  The Companv has filed a petition. which is pending, with the MPSC for approval of a
vuildiinis progiam f7 G gus customess, w be voked Il Secomar ascssnany '

The Company has initiated several programs to provide it with additonal supplies of gas. Northern
Michigan Exploration Company (“Northern™), a wholly-owned subsidiary of the Company, has carmed
on a gas exploration program in the northern part of the Lower Peninsula of Michigan for the past several
years, and has varying interests in oil and gas leases on lands covering approximately 500,000 acres in that
area. Such leases authonize exploration for oil and gas with the right to retain a portion of any oil or gas
produced thereunder. Northern owns part of the working interest in 43 oil or gas wells in several fields in
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: ko g b ’ )
northern Michigan. Further .rilling and development will be required to «  “rmine the siwe o ° o . o
which these wells are locuted. and addiuonal geophysical surveys and explorutor: weir zre = -2 -
northern Michigan.

Northern is aiso participating with others in the expioration and development of $7 « :
offshere Louisiana in 21 tracts and Northern's net ownersnip therein 1s 10.900 acres. Four -+ ... uo-
platforms have been set on three of these tracts: development dniling is 1n progress on i = . S
platform: and has been completed on one platform. In June 1974 Nonthern spplisg o =e b« .
authorizauon to seil and arrange for the transportauon of up o 40 mulioa ;u-.. €S it Sad per 2 A4
Company from these three tracts. Delivery 10 the Comnany ¢ N = L0 L L = =
davelanmens o mos Lol Delnes e a=a S o0l g Wil be subject to the receipr of r::...

approvals, which is not assured.

The Company’s geclogists and petroleum engineers esumate that Narhermn precently Luil. - .7z
interests which amouar 10 appivaunately 12 million barrels of proven ou reserves and aoproumir 2
million barrels of probahle o1l reserves as well as approximately 135 hillion crhie faes of =« o= -

reserves and approximate!y 40 billion ¢ bi. 2ot Ui probavie vas reserves Referen.e 1s made to Nz ¥ -
the Financial Statenienis ior further information relating to Northern

The Compan) bas gas purchase contracts with several producers 17 the norhern Michigan o7z, :n2
has placed i service pipelines to transport gas purchased in this area 0 its integrated gas trami=. «.o=
system. By the end of 1973 the Company was receiving approximately 33 million cudic feetof =at.-. ;.
per day from this northern Michigan area and deliveries are expected 1o increase 10 ¢ mdbion cuniz =7 =
the latter part of 1974. The Company also is engaged in a gas exploration program .= tae southers =~
the Lower Peninsuia of Michigan.

['he Company has been receiving gas from producers near Mason. Michigan P...nase; e =
source amouated to approxumately 15 mullion cubic feet of gas per day a: the end of 1573, Dur-z .-~
the Company also made spot purchases of gas aggregaung approximately 22 billion cunic feer anc _:.:.-.- 1e
make further purchases in 1974,

The Company in April 1974 completed the construction of a gas reforming plant at Mz 'e.
Micbigan for converting natural gas liquids into gas. Such liquids are imported from Canada .-Z:: 2
purchase agreement expiring in 1988, which provides for delivery to the Company of up 10 50.04 " =.==2 .5
per day. The plant began production at an average rate of approximately 100 million zu%ic feet of 7a: =27
day in September 1973, and production up to 200 million cubic feet of gas per day commenced = 4=
1974. The cost to the Company of such gas, inciuding overheads, fixed charges, import fees anc 21 =t
taxes, is and will be substantially in excess of the present cost of other gas now received by the Corrziat
from interstate pipelines and other sources and has resulited and will result in & substanua! mcrease i the
cost of service to the Company’s gas customers. In connection with the natural gas Liquids 10 L conve=2
1o gas by the reforming plant, as a result of Canadian export taxes and other increased cosis. i
feedstcck costs about $12.00 per barrel as of June 1974 as compared to less than S4.0C per barrel 2 -
earlier. The Company expects to recover substantially all of such additional expense througn the ope renta
of cost of gas sold clauses contained in its rate schedules for gas service. The impact of the Canadian t2x .2
future years is unknown because it is based upon the difference between the price of foreign crude -
(other than Canadian) in eastern Canada and Canadian crude oil, with the aim being 10 have ths exn- =
price of Canadian crude oil at least equal to the price of foreign crude oil in eastern Canada. Fu-.::
policies of the Cauadian government regarding the levy of such a tax are uncertain. Canadian ex;y -
licenses and United States import licenses for the natural gas liquids are required to be reaewed from L~
to ume. The receipt of such licenses is not necessarily assured.

-
-

1“ i

In connection with the ratural gas liquids to be converted into gas by the reforming plaat. the FE
granted the Company an interim determination in February 1974 exempung such ligwds from certi.-
propane allocation regulations pending further anaiysis of the circumstances by the FEQ. Subsecu:n:
the FEO published revised Mandatory Petroleum Allocatons effective June 1. 1974, Such aliocau:-
regulations are now administered by the FEA. As a result of the revisions. the Company was requ.r. = .
petition for an adjustment of its base period volume of feedstock. The February 1974 order of the FEO
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will remain in effect until the FEA rules on the Company’s peution. Receipt of a favorable ruling on the
petition is not assured and failure to receive a favorable ruling could have a substanual adverse impact on
the Company's ability to produce gas at the Marysville Gas Reforming Plant, the cost of producng
" reformed gas, and the Company's ability to serve its gas customers.

Empleyees

The Company has approximately 11,300 employees, of whom about 5,200 cperating, maintenance
and construction employees are represented by the Utility Workers Union of America, AFL-CIO. The
current working agreement between the Company and the Uniun was reached on August 31. 1971 and
expires August 31, 1974, Pursuant to the agreemnent increases in wages were made on June 18, 1973, in
addition to cost of living iucreases. The wage increases, together with wage increases placed in effect for
office and technical employees, resulted in additional costs ( before income taxes) in 1973 of approximately
$3,661,000 of which approximately $2,770,000 was charged to operations.

REGULATION

Compliance With Environmental Requirements

The Company and its subsidiaries, Northe. and Storage Compary, are subject to regulation with
regard to environmental quality, including air and water quality (inclucing thermal discharges) and other
matters, by various Federal, State and local authorities and are also subject to zoning and other reguladon
by local authoriies. The Company and its subsidiaries are attempting to insure that their facilities meet
applicable enviroamental regulations and standards. However, it is not presently possible to forecast the
ulumate effect of environmental quality regulatons upon the existing and proposed faciities and
cperations of the Company and ics subsidiaries. Moreo ver, developments in these and other areas may
require the Company or its subsidiaries to modify, supple nent, replace or cease operating equipment and
faclites, and may delay or impede construction and operation of new facilities, at costs which could be
substanual.

For many vears the Company has followed an environmental protection program which included
reforestation along Michigan rivers and the siting of electric generating plants and transmission lines with
consideration for the impact of such facilities upon the environment. In more recent years the program has
included installation of electrostatic precipitators to remove particulates from smoke emission at electric
generating plants and conversion of electric generating units to burn cleaner fuels. The program through
1978 includes, among other things, installation of new precipitators and adding new coatrols and
modifying previously installed precipitators at existing plants; utilizaton of coal with a lower sulfur
content; construction of new smoke stacks at generaung plants designed to reduce ground level
concentrations of sulfur dioxide due to “downwash” conditions; and construction of ponds or towers to
cool water at new generating plants before it is rcturned to its source. The Company made capital
expenditures of $45,000,000 in 1973 and estimates that it will make capital expenditures of more than
$320 (0,000 during the five years 1974-1978 for environmental protection.

Regulations promulgated by the United States Environmental Protection Agency (“EPA™) in August
1575 wul iequiie, unless oiher mcasures are approved by EPA, that varicss stepe be taken by the
Company to reduce emissions of sulfur dioxide at the J. H. Campbell Plant, Units | and 2; the D. E. Kam
Plant. Units | and 2; the B. C. Cobb Plant and the J. C. Weadock Plant, Units 7 and 8. Such generatung
Foilisizcs bzve an sanresars cenasrating capahility af aver 7 G0 meoawarts Snecificallv  the new
ragulations required that the Company should have nouhed EFA no later tnan Uctoper 1, 173 o1 s
:ntenton to either (i) utilize fuel with a sulfur content of not more than 1% percent or (ii) install stack gas
desulfunzation equipment to reduce emissions tc an equivalent amount, not later than July 1. 1975. The
new regulations further required that the Company noufy EPA not later than January 31, 1974 of its
intention to either (i) utilize fuel with a sulfur content of not more than | percent or (ii) install stack gas
desulfunzation equipment to reduce emissions to an equivaleat amount, not later than July 1, 1978. Dates
are also specified in the regulations for vanous increments of progress to be met in achieving the lowered

15



sulfur dioxide emissions by July 1, 1975 and July 1. 1978. The Company believes that adequat: . ~. .= s
of low sulfur fuel may rot be avaiable to perrut conversion of such plants to low sulfur fuel. Moroover
the Company believes that stack gas desulfurization technology is not adequately developed 1o use 7o 1o

any such equipment would allow satusfactory operation of its plants. In September 1973, the Co~nin

instituted swt in the U. &. Court of Appeals for the Sixth Circuit against EPA for review of the reg

which would require the Company to take immediate steps toward the reducuon of su'fu: o o .
emussions at the generaung plants mentioned above. A stay of the regulations was issued 5y =, C. .~
The marter s pending before the Count. The Company has entered into performarce . =i-..:
(' comphance scbedulcs ) wnh the 'V!xc?ugan Air Polluuon Comro! Commm.on regardaing ihe '1 Sy
January 1, 1977 sulfur dxonde conuol strateg:es and ume schedulcs for |he xmplcrremam R ¢ :L- 2 sa~e
noi later than January |, | 980. The compliance schedules also require the Company to montor 2ir ¢ 273
in the vicinity of the four plants and to periodically report the resuits thereof to the Commission. S:ouid
the data secured by such monitoring at any time fail 1o substanuate that emussions from such plants ar2 nc:
causing or contributing to ambient levels of sulfur dioxide in excess of applicable air quality standards. tne
compliance schedules provide that the Company must then submit to the Commission suliur doude
control strategies and ume schedules for the implementaton thereof as expeditiously as prac"u"‘-‘ T ¢
Company has submitted he compliance schedules 1o EPA for approval. Should EPA’s approvil =e
secured. the requirements of the new EPA regulations will be replaced by said compliance scheduls: !a ¢
proposed rulemaking pub.ushed in February 1974, EPA solicited public comment as to whei=2r (=2
compliance schedules shou.d be approved.

EPA gave public notics in July 1973 that it intends to issue regulations setting up a mechan::= (or
preventing “significant detcrioration” of air quality in areas where air pollution levels are bel o« the
nadonal ambient air quality standards. In announcing thai it proposed to consider four aitermauve
proposals for defining and preventing “significant deterioration”, EPA stated that any policy adopied = ;'.
bave a substanual impact on the nature, extent and location of future industrial, commerciz: and
residential development throughout the United States and could affect a number of economicz!ly and
socially important matters, including the cost of producing and transporting eiecuricity. The Company i
unable to forecast the ultimz e regulations that will be adopted by EPA in this matter, but it is Like!v that
any such regulauons will ma.enially affect the Company’s operating expenses and power resources:

Applicatons for water d.scharge permits for various of the Company’s existing and proposac :!a»

and facilities are currently pending under the Federal Water Pollution Control Act Amendments of 19
(the “1972 Amendments™). 'n October 1973, the EPA delegated to an agency of the State of .\b:iugan
responsibility for processing the applications under the 1972 Amendments and applicable standards. Wizh
respect to exisung facilities and plants, the 1972 Amendments require achievement of effuent lim:tations
that necessitate the application of the “best practicable control technology currently available™ oy July 1,
1977 and the “best available technology economically achievable” by July !, 1983. They also require that
the standards for cooling water intake structures must reflect the “best technology available for minimizizg
adverse environmental impac.” With respect to future steam electric power plants, standards of
performance required to be esiablished by the 1972 Amendments will require achievement of effiuen:
limitations that necessitate the application of the “best available demonstrated control technoiogy.”
including, where practicable, a itandard permitung no discharge of pollutants. Proposed gudelines for
effluent limitations have been issued by EPA for public comment. The Company is not presently abie to
evaluate the effect of any standard or guideline ultimately to be adopted, although such efect may be
substantally adverse to the Company's operations.

The FEO issued regulations in May 1974 establishing prionties for use of certain low sulfur pewroleum
products. Such regulations are ncw administered by the FEA. The intent of the regulanons is to praven:
the use of low-sulfur fuel oil in n*w power generators, coal-to-oil fuel conversions and 10 de'ay ¢=urts ©
lower sulfur content fuel oils than were in use in November 1973, except where such actuons are required i
achieve primary ambient air quality standards under the Federal Clean Air Act or to comply with EP4
new source performance standards. The Company has arranged to purchase oul 1o fuel the D. E. Kam
Units 3 and 4, two generating units scheduled to commence operation in 1974 and 1973, respecuve:s. Tae
Company is in the process of applying to the Michigan Air Pollution Control Commission for 2
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ceruficanon that the use of such oil is essential to meet the primary ambient air quality siandards of the air
Quality region in wkich the plant is located. Under the regulations, the FEA is required to grant an
excepuoan to the regulations upon receipt of such a certification. Becuuse the oil may be of lower sulfur
content than required by primary ambient air quality standards, the Company may be required to apply
for an excepuon irom the regulations on other grounds. Receipt of such an exception is not assured, and
the faiure to receive the same could adversely affect the Company’s cost of generating electricity with the
upiis and/or the Company's ability to obtain an adequate supply of fuel to operate the units.

Michigan Public Service Commission

The Company is subject to the junsdiction of the MPSC, which has general power of supervision and
regulauon of public utiliies in Michigan with respect to rates, accounting, services, certain facilites,
ascertainment of values, the issuance of securities, and various other matters.

Adjustment clauses authorized by the MPSC in 1973, provide for reflecting in the Company’s
residennal gas and electric rates certain changes in fuel cost and cost of gas sold. Similar clauses had
theretofore been in effect covering industrial and commercial rates. Together they permit recovery of
substandally all of such fossil fuel cost increases after billing lags up to 60 days in the case of electric
service and increases in cost of gas sold after billing lags up to 30 days in the case of gas service. In July
1974 the Companﬁapplied to the MPSC for authonty to amend the adjustment c'auses 1o its electric rates
sc as to eliminate the delay that presently occurs before increased fuel costs are collected and to include the
cost of purchased and net interchange power in the adjustment. The Company is also requesting the
MPSC to eliminate the billing delay with respect to gas service in connection with the partal rehearing
ordered by the MPSC on its own mouon on March 27, 1974 and referred to below.

In March 1973 the Company submitted applications to the MPSC to increase its electric rates by
approximately $59,000,000 annually and its gas rates by approximately $83,000,000 annually. At the
same time the Company requested interim gas rate relief of approximately $55,60¢,000 annually pending
tiie outcome of that rate case. In Apnil 1973 the MPSC dismissed the applications without hearing (and
without prejudice to the filing of new applications) principally on the grounds that the rate relief requested
was excessive and contrary to cniteria for public utility rate increases established in January 1973 by the
Federal Cost of Living Council pursuant to the Federal Economic Siabilization Act of 1970, as amended.
1nd contrary to similar criteria established under rules of the MPSC adopted in May 1972 pursuant to the
aforesaid Federal Act. In May 1973, the Company petitioned the MPSC to reconsider such dismissal
order, which petition is pending. In addition, in April 1973 the Company submitted new applications to
the MPSC for authorization to increase its electric rates by approximately $36,100,000 annually and its gas
rates by approximately $50,400,000 annually. In filing the new applications, the Company acted without
prejudice to and with specific reservaton of its legal rights to further challenge the MPSC’s dismissal order
of Apnl 1973. In November 1973 the MPSC authorized interim rate increases, effective November 10,
1573, aggregating $50,000,000, divided equally between the pending electric and gas rate proceedings,
subject 10 refund, pending the final determination of the Lommission and directed wits Stan to cause an
wnvesugauon to be made as to the planning and construction of the Marysville Gas Reforming Plant to
deteinuie whelher Ure feasibuiiy uf tie piam and its cost of construction wers justified. in December 1973
the Artomey General of the Siate of Michigan instituted judicial review of the interim rate orders.
including a request for a temporary injunction staying their effectiveness, which request has not been acted
P2 b}' the Coum, On Jagussy 18, 1974, ihs MISC authosized isicasis ia the Cu.Tny.in;v..\ Eleviiic and
gas rates of $31,000,000 and $46,600,000, respectively, on an annual basis. The rate increases included the
intenim increases aggregating $50,000.000 which were placed in effect November 10, 1973, Of the
avthonzed gas rate increase, approximately $14.571,000 became effective on April 20, 1974 after the
cecond unit of the Marysville Gas Reforming Plant became fully and commercially operable. In response
to requests for a rehearing on the authorized rate increases, including such a request by the Attorney
General of Michigan, on March 27, 1974 the MPSC reaffirmed the clectric rate increase granted on
January 18, 1974, and on its own motion ordered a partial rehearing with respect to the gas rate increase.
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Such rehezring, which has been parually completed, is limited 10 a review of the poruen oi the o .- seus o7
which allocates among residenual, commercial and industrial customers the amount of revenue, rro. . o8
authorized and a consideration of the manner in which the cost of gas sold adjustment clauses « ' = . "«

operate to pass through increases in the cost of gas to the Company’s vanious classes of costorm o 0
MPSC also announced its decision to delay recognition of costs of the Marysville Gas Refcrmun; Foanin
excess of $119,700,000 (which costs are estimated to presently aggregate SIS5000.000, p rinz
completion of a performance audit conducted under the auspices of the MPSC S:ad 0 be compieiel i
1974. Further, the MPSC also strongly urged the Company not to file any ae.w gas ratc applicat o comns
the pendency of the limited rehearing which it directed to be completed by September 1, 1974

o oanmi 194 e USIPANY Subuuiied au appiicauon 10 the MEdU to wcrease its electne raizs 0. =0
less than $72,159,000 annually and at the same ume requested parual and interim relief in the amoun:
$54,659,000 annually. It is not expected that the MPSC will act upon the applicauor or tl . reg.2:t o7
partal and interim relief nuntil later in 1074 fallowing heanings and viier wivesugauon of the rec.2:™

In September 1969 the MPSC authorized increases in the Company’s elecinc and gas rates of
$16,514,000 cnd $21,2C8,02), .asptidvily, Vi ah ailidai 0dsis. Liugauon is pending in 2 State Cour »ith
respect to such increases, which became effective in 1969 and which are subject 10 refund reicuag i wie
reduction and elimination of the Federal income tax surcharge then in effect. The MPSC order authcrnzng
the increases required that the rates be reduced to reflect any subsequent reducticn i of expurauorn of the
Federal income tax surcharge. However, in February 1970, the Court granted a temporary o’ .ncuon
permirting the Company to continue to collect the rates without adjustment for the later reducuon 0.
elimination of the income tax surcharge, subject to possible refund, with interest, of the amounts ci..2222C
if the MPSC order with respect to the income tax surcharge had not been stayed by the Court. A: = rasilr
of further authorizations by the MPSC in 1971 to increase electric and gas rates effecuve December (4 and
December 23, 1971, respectively, the Company believes that there are no refund obligatons with respect
to service rendered subsequent to these dates. In March and Apnl 1974, the Court ruled in faver of tre
MPSC with respect to the issue of the income tax surcharge and ordered the Company tc reiizl
$24,542,632 1o its electric and gas customers. In connection with this litigauon the Compzzy -~:s
established a reserve stated net of related income taxes in the amount of $11,867,818. The Compaay
believes that the amount of such reserve is adequate to cover the refund obligation, exclusive of ateras:
charges which are presently not capable of determination but which may be substanual io amouz. T.C
Company is undertaking 1o seek judicial review of the Court orders of March and Apri 1974, incl_ding 2
request for a stay of the refund pending further judicial action. The pending liugation, which also izvolves
appe2ls taken by the Company as well as by parties opposing the rate increases, includes, among ciner
things, a claim for refunds to customers amounting to approximately $7,763,000, pius interest charg::
which are presently not capable of determination, for which no reserve has been provided. This claim is
based upon the circumstance that the electric rates were placed in efect by the Court’s order on Octo™er
22, 1969, but the MPSC did not issue an order approving such rates unul April 20, 1970.

In 1974, the MPSC issued proposed rules covering customer standards and billing pracuces for
residental electric and gas service. Among other things, the rules would require utilities to extend the tme
for payment of service bills, eliminate late payment charges and, in most instances, secunry ceposts.
establish procedures to provide customers with opportunity for heanng with respect to contested serice
bills prior to service termination, and other similar provisions. If the rules become effective they are liiely
to add substantially to the Company’s cost of rendering service and could lead to substantial increzses 1o

delinquent payments for utility services rendered.

In the opinion of the General Counsel for the Company, Storage Company and Northern ire no!
public utlities under the laws of Michigan.
Federal Power Commission

The FPC has jurisdiction over Storage Company as a natural gas company withun the meamung of &is
Natural Gas Act, which jurisdiction relates, among other things, to the acquisition and operaucn of asiis
and facilities and to rates charged by Storage Company. If the Company obtains [rom Northern del.2n2s
of gas produced in offshore Louisiana. as described under “Business—Gas Service”, Northern wui 2
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subject to FPC’s jurisdiction 1s a natural gas company within the meaning of the Natwral Gas Act. In
instances of shortage of supply, the FPC has entered orders curtailing deliveries of natural gas transmitted
Sy interstate pipelines 10 various users to amounts less than provided in their gas sales contracts. Under
serta:n circumstances, the FPC also has the power under the Natural Gas Act to modify gas sales contracts
of iaterstate pipeline companies. The FPC has adopted an end-use priority system for pipeline
curtzilments and is new considering adoption of a proposed rule which would make the end-use prionty
sysiem also applicable to ceruficate proceedings for transmission of additional gas supplies. The end-use
pricnty system places residenual and small commercial service in the highest prionty and interruptible
service in the lowest priority. As natural gas companies under the Natural Gas Act, Panhandle, Trunkline
and Storage Company, which provide the major portion of the Company's gas supply, are subject to the
FPC's regulations. The effect of FPC regulations, present or future, upon the Company’s gas supply and
operations cannot be determined although such effect may be matenally adverse.

The Company has accepted licenses under Part [ of the Federal Power Act for a number of its
consiructed hydroelectric projects. The Company and The Detroit Edison Company have accepted a
license extending to the year 2019 from the FPC to construct, operate and maintain the Ludington
Pumped Storage Plant. As a licensee, certain of the Company’s operations are subject to regulation by the
FPC, including compliance with the FPC's rules and regulatons respecting accounting applicable to
liceasees. The Act provides that if a new license for a hydroelectric project is not issued to the original
licensee upon expiraton of the original license, a new license may be issued to a new licensee, or the
United States may take over the project, upon paying severance damages, if any, and the amount of the
origzinal licensee’s “net investment” in the project but not in excess of the fair value thereof.

By reason of the interconnections linking the electric system of the Company with the systems of
companies in other states, the Company is a “public utility” under Part 1l of the Federal Power Act and
certain of the Company's operations are subject to regulation by the FPC, including compliance with the
FPC’s rules and regulations respecting accounung applicable to “public utilities”, the transmission of
electric energy in interstate commerce and the rates and charges for the sale of such energy at wholesale, as
provided by thre Federal Power Act. The Company is also subject to the general supervision and
regulauon of the MPSC as described above, including the fixing of almost all retail rates and charges for
the sale of electricity and gas.

In November 1972, the Company tendered for filing with the FPC proposed increases in its wholesale
electnc rates so as to increase the Company’s wholesale electric revenues approximately $1,500.000 on an
annual basis. The increased rates became effective in June 1973, subject to refund, pending FPC
Jetermination as to their reasonableness. A number of municipal electric systems and rural electric
couperatives intervened in the proceeding and opposed the proposed increases. Hearings upon the
Company’s application and related issues have been held in abeyance pending settlement discussions
.nvoiving the Company, the intervenors and the FPC staff. A proposal of settiement satisfactory to all of
t:e partues was submitted to the FPC for approval in late June 1974. Under such proposal, the Company’s
~kolesale electric rates would be increased so as to increase the Company's electric revenues by
aporoximately $1,030,000 annually as of June 7, 1973 and appropnate refunds of a portion of sums
collscted under the rates which became effectuve in June 1973, together with interesi iherevn, wouid be
r2goed 10 oe made by the Company.

Atomic Energy Commission

in 1967 the AEC granted the Company . permit to construct the Palisades Nuclear Plant, described
ur..2r " Consuruction Expenditures" above. In March 1970, the AEC gave public notice of its proposed
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ind:viduals intervened in the proceedings before the AEC and opposed the licensing of the plant. In view
ot -~ crucial importance of getting the plant in operation at the earliest possible date, and faced with
acennite delays in completion of the AEC heanng, the Company reached an agreement with the
.aterenors in March 1971 whereby the Company would install cooling towers to substanually eliminate
aermal discharges into Lake Michigan and other equipment i eliminate release of virtually all
s :J.2acuve materials in liquid discharges and, subject to certain conditions, the intervenors agreed to
a1+ _raw their opposiuon to a full-power operating license. The additional faciliues, which cost an
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esumated $20,000.000 1o construct, are expected to result in additional annual costs in excess ¢85 o0 2
attnbutable 10 reduced thermal efficiency of the plant, some curtaiment of generaung capa™.."y .n¢
increased operaung and maintenance expenses, as well as fixed charges on the invested capita

The Palisades Nuclear Plant has been out ¢f service for the reasons described 12 Now
Statement of Income herein. In addiuon, public hearings may be required by the AEC belore the ol

returned to commercial operation. The operating license 1ssued by the ALC for the plunt i- prosoons
nature and was scheduled to expire in March 1974, but was automatically extended pending A0 ail s
on tihs Company's application for a full-term, 40-ycar operaung license. The applicator wiloe :.> e i
s nzn: of any $orson whost interest may ne afftcicd iy ilw tasmeming o e e oo anmd meguac - muN

hearing >n the application.

In 1971, the AEC announced that it was reviewing the adequacy of emergency core cooun, . i€ms in
53:‘::-'-‘-’63:‘- PUwEE 1caviis, aud vicicalier neid a pudiic ruie-making neanng Witn respec: ‘o new
regulations covering the design of such emergency core cooling systems. In December 1573 ine AEC
announced its new regulations which provide that licensees, including the Company. mus: subm.t (o e
AEC by early August 1974, except as exiensions are granted, a plan Jetailing Liow wmpliaace i e
new rules will be achieved for each of the nuclear plants affected. The effect of the pew rules Lpon o
Company's plants has not yet been determined, but it may be necessary to modify the des;gns ¢ the B,
Rock Point Plant, the Palisades Nuclear Plant and the Midland Plant (referred o below ar.d It oiay oe
necessary to derate the Big Rock Point Plant and/or the Palisades Nuclear Plant. The cost o sulh
potentiai modifications and deratings cannot be esumated at this time but could se susitanza
Intervenors in the AEC rule-making proceeding have taken an appeal to the U. S. Countof Appez:: for the
District of Columbia Circuit ( Docket No. RMS50-1) from the AEC regulatons issued 1n Decemer 1575

UN(\

The suit sought 10 compel the revocauon of operaung licenses heretofore 1ssued by tne AEC for 2. zuciear
generating units. including the Palisades Nuclear Plant. The basis for the suit was that opaiauon =i these
units in accordance with certain AEC interim cntena for emergency core coolng sysiem. a.22ecly
constitutes a threat to the public health and safety. The court dismissed the swt. Io July 1973 the p.amufs
in such suit petitioned the AEC to revoke immediately the operating licenses of the 20 nuciear g cra.;rg
units on the same grounds alleged in the lawsuit. The peution was denied and 2a appea! frem ih el deniai i

now pending before the U. S. Court of Appeals for the District of Columbia Circuit ( Docket No. T3-1872)

In 1969 the Company applied to the AEC for permits to construct the Midland Plant described ¢ udc'
“Construction Expenditures™ above. Various organizations and individuals intervened in the procesding
and objected 1o the granting of such permits. After extended hearings the AEC issued construcucn permits
for the Midland Plant in December 1972. Thereafter the intervenors appealed the granung o the permuts
:: in May 1973 an Atomic Safety and Licensing Appeai Board of the AEC affirmed the issuance of the
jon permits, subject to conditions imposing several new reporting requirements with respect to

quality assurance matters. Construction on the site, which was halted in November 1970, was resumed in
June 1973. In the summer of 1973, the intervenors instituted appeals to the U. S. Court of Appeals for the
District of Columbia Circuit ( Docket Nos. 73-1776 and 73-1867) from the action of the AEC ic grantny
the construction permits and such appeals are pending. In May 1972 some of the intervenors began swtin
a Federal Court 10 prevent construction of the Midland Plant, contending that the AEC had not complied
with the N: ‘ona! Environmental Policy Act of 1969 in the proceedings for issuance of the coastucuon
permits for the plant. The Company and the AEC have moved to dismiss the swit. [n March 1973 aacter
intervenor began suit in a State Court in Jackson County, Michigan, seeking damages and a ceclaratorn
judgment that the plant violates 2 Michigan environmental protection act and construtes a nwszace. The
case was transferred to Midland County, Michigan, where it was decided in the Company’s faverin Juze
1974 on motions based on legal grounds. An appeal from such decision is expected. Foilown: AEC
inspections of the implementation of the quality assurance program at the Midland construcuon s:te. tae
AEC’s Director of Regulation issued an order in December 1973 for the Company to show cause why all
activities under the construction permits for the Midland Plant shou!d not be suspended pencing 2 :nowing
that the Company is in compliance with the AEC’s quality assurance regulauons and that there is
reasonable assurance that such comphance will conunue throughout the construcuon process. Tns
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Company responded to the order to show cause by a motion to dismiss and an answer noting that the most
recent AEC inspection had found the Company to be in compliance with AEC quality assurance
regulations. Certain of the intervenors in the construction permit proceeding requested » heanng on the
order to show cause. Also, in December 1973, the same intervenors petitioned the AEC to revoke the
construction permits for the Midland Plant. The AEC, in January 1974, denied the peuuon to revoke the
sonstruction permits, denied the Company's metion to dismiss the order to show cause, and granted the
intervenors’ requests for a public heanng. A he: ring on the show cause order commenced in July 1974, If
the Atormuc Safety and Licensing Board appoin ed to conduct the hearing decides that the Company is not
implementing its quality assurance program in compliance with AEC regulations, or that there is not
reasonable assurance that such implementation will continue throughout the construcuon process, it will
determine whether the construction permits for the Midland Plant shall be modified, suspended or
revoked, or whether other action is warranted by the record. The Company is unable to predict the
outcome of these proceedings before the AEC, as well as the outcome of the liugauon described in this
paragraph and the immediately preceding paragraph. However, if the Company is not successful in the
AEC proceedings or the litigauon, the effect upon the Company’s operating expenses and its power
resources could be matenally adverse.

In January and February 1974, certain individuals reported to the AEC and publicly charged that the
Company and certain of its employees had, in 1972 and early 1973, willfully and wrongfully withheld
information from the AEC, and falsified information submitted to the AEC, about malfunctioning of the
wast2 gas decay system and other occurrences at the Company's Pulisades Nuclear Plant. AEC
representatives have investigated the charges and have cited the Compary for several license violations in
connection with the charges. The Company could be subject to monetary or other civil penaltues o
connection with such violations. The U. S. Attorney General has been requested to investigate the matter,
and an organization has petitioned the AEC to issue a show cause order or to hold a heanng on whether
the operating license of the Palisades Nuclear Plant should be revoked, suspended or modified or other
renaities imposed in connection with the charges. The AEC investigators have found that there is no basis
10 conclude that the Company or its employees deliberately withheld any clearly reportable mformanon
The matter is still pending before the Attorney General.

Under amendments to the Atomic Energy Act which became effecuve in December 1970, applicauons
0 construct commercial nuclear reactors are subject to review to determine whether the activiies under the
license would create or maintain a situation inconsistent with the Federal antitrust laws and the AEC s
required to refer such applications to the Attorney General of the United States for his advice. In June
1971, the Attorney General advised the AEC that the granting of authorization to construct the Midland
Plant “may maintain a situation inconsistent with the antitrust laws” and recommended that the AEC
conduct 2 hearing to determine whether there is any factual basis to so find. A number of municipal
elsctric systems and generating and transmission cooperatives have intervened in the proceeding. The
AEC is authorized to issue or refuse to issue any license applied for or to issue a license with such
conditions as it dsems appropriate, and if it finds there are adverse antitrust aspects involved in any license
applications, it is also to consider, in determining whether a license shall be issued, such other factors as in
its judgm=r* it deems n=cessry to protect the pub'ic in*er~st including *he need for prwer in the ~flecred
arza. The Actorney General has indicated an intention to seek conditions in any license for the Midland
Piant which would, among other things, require the Company to interconnect and share reserves with any
uulity engaged or proposing to engage in the generation of electric power, require the Company to engage
in coordinated operations, development and electric plant construction with any such other electric utlity,
and to wheel power across the Company’s trans-mssnon system. An AEC hemng wuh respect 10 the
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In December 1972 the AEC amended the Big Rock Point Plant operating license to authorize the use
of a full core loading of nuclear fuel containing plutonium as well as uranium. The transition to the use of
such fuel will extend over a period ot several years, with a few fuel assemblies having been installed in
1573 and with greater use of such fuel to occur in 1974 and later years. The use at the Big Rock Point
Plant of developmental fuel assemblies and fuel rods containing plutonium had been authorized and
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carned out since 1969. In March 1973 4n organization began suit in the U S. Dusirict Court for W
Michigan (Fie No. G58-73CA) to prevent the use of such plutonium fuel at the Big Rock Poim Pler:
iemporary injuncton against the 1973 fuel loading was refused by the Court. The luwsuit is peadiny on
is opposed by the Company as weil as by the AEC. In Apnil 1973 the AEC offered an opporiun
public heanng on the December 1972 license amendment and the orgamization opposing the us¢
plutonium fuel at the plant has been granted the right to intervene and to have a public hearing Tre
matter is pending (AEC Docket No. 50-155). In June 1974, the Court ordered the lawsuit r¢:d in
abeyance pending compleuon of the AEC proceeding

Y T 5

| 'ndar the Price. Andarcan amandmante ta tha Atamis C-.-- Ase ohe Mena anny

B

wsurance and agreements of indemnity with the AEC to cover puohc habxlxty for thc COnseC o ias
nuclear incidents w hich might occur at the Company’s nuclear power plants. Such nuclear iasur2nie &
indemnirty coverage does not include coverage of the plant facilities themselves. To cover possinie Zam ;c
\0 these facu:ties. the Company mauntains property damage insurance from Nuclear Mutual L.miied. 2
Bermuda mutual insurance company of which the Company is a member. in the maximum amoun:
available from such insurer, which .s presen.y $100,000,00C, or the insurab.e value of we faliliny.
whichever is less. Except for the Company’s Big Rock Point Plant, such insurance does not equal in
amount the sums invested or to be invested in the Company's nuclear plants. The Company is therefore a
self-tnsurer for any loss to its nuclear plant facilities to the extent its investment in them excezeds
$100.000.000 at any locauon. The Company regards this risk to be acceptable because of the venn low
probabilities of occurrence believed to be associated with incidents which could give rise to losses in excess
of the insurance. The Company’s practice in this regard is consistent with that of other uuliues similzrly
situated. It is expected that the amount of available insurance coverage will soon be increased by Nuclear
Mutual Limited 10 $130.000,000.

-

In May and June 1974, following a request by an organization that he AEC review the Compan.’s
contnuing financal qualifications to construct the Midland Plant and operate the Palisades Plant. 1a view
of the Company’s declining earnings and other events, the AEC requested the Company to furnis® 0 i
cenain informaton as to the Company's financial condition and financing plans. The Company furrushed
the requested information in June 1974 and the matter is pending.

Equal Empioyment Opportunity Commission

In January 1972 the U. S. Equal Employment Opportuiuty Commission (“EEOC™) charged the
Company and the Utility Workers of America with violation of Title VII of the 1964 Civil Rights Act.
alleging discriminauon against Negroes and females in matters of hiring, promoton. training. com-
pensaton. membership, referral representatvon and other terms and condiuons of employmeat Ax
investigation was conducted and an ex parre decision was rendered by the EEOC finding reasonable cause
to believe that the Company discriminated against females and that the Union faded to equally represent
females. EEOC has proposed a conciliation agreement be negotiated with the Company as 2 means of
correcting the alleged discrimination, but no such agreement has yet been entered into.
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OPERATING STATISTICS
Tweive Monihs
Year Ended December 31 Ended
May 31,
1969 1970 1971 1972 1973 1974

Elecuic Enorgy Geoerated. Purchased and Sold
1 Thousands of Kwh):

Generated —after stauon loss and use:

Fossil Fuel........... 17,517,548 17,701,285 17,465,481 17,379.239 17,360,7:8 16,584,835
o S S USRI 401,049 362,430 368,988 2,125,281 2,834,049 1,510,330
Hydro 495,638 438,625 438,635 410287 1,422 871 1,814,554
Purchased (including interchange) ..o 1,848,148 2,268,680 4,118,538 4,404 300 6,112,898 791,176
Less eaergy for pumping — — - (11,622)  (1,380,519) (1.917.670)
Total Electnc Emnl Gersrated and
Purchased ... OEe— L 20,771,020 22,391,642 24,307,485 26,350,017 15,903,225
Lost. unaccounted for ud used byCompuy ..... (1,783,020) (1,964,343) (1,895,889) (2,229011) (2.248017) (2246517)
Total Energy Sold ...c..cvevnccsinmsisnsnce. 18,479,363 18,806,677  20.495,753 22078474 24,102,000 23,656,708
Elecric Sales ( Thousands of Kwh):
Resicenual 5,546,263 5,931,840 6,328,749 6,841,221 7,090,854 7131275
Commercial 3,673,709 4027215 4,349,075 4,699,559 5,160,245 5,143,314
ludustnal .. S 8,578,289 8,073,913 8,972,723 9,575,919 10,773,530 10,239,761
[nterdepartmental and Other ......uevercniisencnns 191,951 208,526 223549 235871 239,152 231,401
Total Sales to Ulumate Consumers..... 17,990,312 18,241,494 19,874,396 21,352,570 23,263,781 22,745,751
Power Pool ... - ' - - — - — —
ORDEE BHIMIID . vcomrmiisiisossbiimeinsiaines sopsaosmosmsrs 489,051 565,183 621,357 725,904 838219 910,957
Total Eloctric $ales ..........coiamricosecssons 18,479,363 18,806,677 20,495,753 22078474 24,102,000 23,656,708
== e —————== e
Gafs ?)mwsed Purchased and Sold (1,000 cubic
eet):
Gas Produced and Purchased:
Marysville Reforming Plant...... - - - - 8,285,680 30,076,281
Michigan Fields ..........oooooemnceicriccnnne 16,600,080 17,196,639 13,194,067 18,905,307 26,266,614 29,745,620
Trunkline Gas Company.....ccvericcrcne. 197,825,691 226,111,937 247,445 052 231,889.872 193,031,460 183262040
Michigan Gas Storage Company ................ 87,821,500 90,697,573 88,327,683 95,612,848 88,973,946 87,968,580
EOLIT PRIRIMINE oo cisvesiviomimnsspessasasi marssains - - - - 21,989,179 21,599,978
Total Gas Produced and Purchased..... 302247271  134006,149 348 966,802 346,408,027 338,546,879 352,652,499
Net 1 10) from Storage . (10,937,194) (13,896.516) (9,882,i17) 15,550,365 1,633,498 (18,001.437)
Compressor Station and Other Use............cconunee (2,724061) (3,604715) (2871.811) (2,455853) (2.835560) (2.355813)
Lost. unaccounted for aad used by Company.... (6,824203)  (6,160,960) (2,339,363) (6,239.695) (7.585417) (5,785,938,
el -3 Sold ........ ..o PRS- 281 761 %13 310,341,058  333F73.811  153.762,844 329 759.400  326,509.26i
— e — ==
G s Sales (1000 cubic feet):
Rerideitiial—=00ut SLEAUAG.occormmmsmssmsensseanesee 120060276 134,425,759  128233,2583 SOENIAIR 13214 119700 43
RN MBI <. isicins socovassiommsutsivminirvpionse 3,997,083 3,733,980 3,225,088 3.3!3.!56 3016273 2,865,187
I=dusinal and Commercial.........comsincssoncsinions 139,497,140 152,704,824 176,350,317 187,916,368 183,124,071 176.517,956
R e T ) ! T238.022 1. 307084 12385.159 11,427 003 720601 7138 402

Total Sales 10 Ultimate Consumers..... 279,769,419 309,381,627 333961,117 353262844 329.759,400  326.509.261

PR RTAME s wisnsimmesrrivisn ovicsmanichspob e ianari R 4o 1,992,394 962,331 812,394 - - —-—
Total O SRIes .....coccsrvssmmssorsinisasss C 281,761,813 310,343,958 333873511 353262844 329759400 326.509.261
Saa ot Nieam (1,000 pounds ) .........oviessmennininiiinis 847254 814,225 742,650 682,412 655,895 671918
—_—— = ————— e

23



DESCRIPTION OF NEW BONDS

General

The New Bonds are to be issued under an Indenture dated as of September 1, 1945, between the
Company and First National City Bank, as Trustee, as supplemented by varous supplemental indentures
(the “Mortgage™ ), copies of which are filed as exhibits to the registration statement. In connectic © with
the change of the State of incorporation from Maine to Michigan in 1968, the Company succeeded to and
was substiruted for the Maine corporation under the Mortgage. The statements herein concerning the New
Bonds and the Mortgage are an outline and do not purport to be compiete. They make use of defined
terms and are qualified in their entirety by express reference to the cited sections and articles of the
Mortgage.

The New Bonds will mature August 1, 1994 and will bear interest at the rate shown in their ttle,
sayable semi-annually on February | and August | in each year. Interest will, subject to certain
¢xceptions, be paid :0 holders registered at the close of business on the January 15 or July 15, as the case
may be, next preceding the interest payment date. The New Bonds will be issued only as registered Bonds
w thout coupons in denominations of $1,000 and any multple thereof. The New Bonds are exchangeable,
in each case for a like aggregate principal amount of New Bonds of other authorized denominations, and
are transferable, at the corporate trust office cf the Trustee in New York City, without payment of any
cha-ge other than for any tax or other governmental charge required to be paid by the Compasy.
( Taenty-seventh Supplemental Indenture, Section 1.)

The Company will make application for the listing of the New Bonds on the New York Stock
Exchznge.

Priority and Security

The New Bonds will rank pari passu as to security with bonds of other senies now outstanding or
he-eafter issued under ihe Mortgage, which, in the opinion of the Company’s General Counsel, is a direct
first lien on substantally all the Company’s fixed property and franchises, subject only to excepted
encumbrances as defined in the Mortgage. The Mortgage permits, with certain limitations specified n
Section 7.05, the acquisition of property subject to prior liens and, under certain conditions specified in
Section 7..4, permits the issuance of additional indebtedness under such prior liens to the extent of 60% of
net property addivons made by the Company to the property subject to such prior liens.

Sinking (Improvement) Fuad Requirement

The Mcrigage (Section 2.12) provides for annual sinking fund payments, which began in 1956, in an
amount equal to 1% of the aggregate principal amount of bonds authenticated (exclusive of bonds
authenticated to refund other bonds) prior to January 1 of the year in which the deposit is made less
certain bonds retired. Payments may be made in cash or in principal amount of bonds authenticated under
the Monigage, whether or not such bonds have previously been disposed of by the Company. Deposited
cash is to be used to retire bonds of such series (one or more) as the Company may designate or may be
withdrawn by the Company against the deposit of bonds. After the bonds of all series created prior 10
December 31, 1959 have beer retired, the sinking fund will be replaced by an improvement fund and the
improvement fund requirement (which will then be 1% ot the prncipal amount of bonds of any other
seres having such an improvement fund requirement less certain bonds retired ) may also be sausfied and
cash withdrawn to the extent of 60% of unfunded net property additions.

Section 2 of the Twenty-seventh Supplementa' Indenture provides that, so long as any New Bonds are
outstanding, the Company shall, as a sinking fund for the retirement of New Bonds, deliver to the Trustee
$3.000.000 in cash or in principal amount of New Bonds on August | of each year, beginning with 1979
4NG w 40d inciuding i993. The Compmy Nas (n¢ NUA-Luinwauve uyduu W LiLiEase aity suvis ;mk;.n; fuiu
payment by an amount not exceeding such sinking fund payment and can take credit against any such
payment for the principal amount of New Bonds retired on or before any such August | by operation of
the provisions of Section 2.12 of the Mortgage. Not more than $6,000,000 aggregate principal amount of
New Bonds may be redeemed on any such August | by operation of the provisions of Section 2.12 of the
Mortgage and of Section 2 of the Twenty-seventh Supplemental Indenture, and none of the New Bonds
may be redeemed prior to August 1, 1979 by operauon of the provisions of said Section 2.12.
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Maintenance and Replacement Requirement

The Mortgage (Section 7.07) requires the Company as of the end of each calendar Vear W have
applied for maintenance, renewals and replacements of the mortgaged and pledged property, with cemain
excepuons. the greater of the following amounts: (i) 15% of gross operaung revenues derivic “y the
Company subsequent 1o December 31, 1945 and up to the end of such calendar year from such n: ~ge ed
and pledzed property after deducting the cost of electricity, gas and steam purchased for resaie 07 L ine
sum of the amouats equal to 4% of the principal amount of bonds outstanding at ihe end of each c2lendar
year: or to the extent of any deficiency to certify to the Trustee unfunded net property additions ¢- oo s
with the Trustee cash or bonds (taken at their principal amount). A credit balance established in i sear
mav he camvied fnrarard and 1end Lol B R LT J-.;..._ “ isiva DRI L O W s g

deposited cash or bonds or to restore as unfunded property any property previously certfied.

Issuance of Addition«! Bonds

Addiuonal bonds may be issued under the Mortgage to the extent of 60% of unfunded Let propert:
addiaons or agawnst the deposit of an equal amount of cash, if. for any period of twelve consecuie mcenias
withun the fifteen preceding caiendar months, the net earnings of the Company ( before income or exczis
profits taxes ) shall have been at least twice the interest requirements for cae year on all bonds outs:anding
and o be issued and on indebtedness of prior or equal rank. Additional bonds may also be Lsied
refund bords theretofore outstanding under the Mortgage. Deposited cash may be appliec > :ae
reuremeat of bonds or be withdrawn to the extent of 60% of unfunded net property additions. ( Arucles [,
IV, Vand V1) ;

The New Bonds are to be is.ued against unfunded net property additions which, at May 3i. 1574
amounted to approximately $695,000,000.

Release and Substitution of Property

The Mortgage provides that, subject to various Limitations, property may be released from :=e liea
thereof when sold or exchanged, upon the basis of cash deposited with the Trustee. bonds or purchase
money obligations delivered to the Trustee, prior lien bonds delivered to the Trustee or -2duced or
assumed by the purchaser, property additions acquired in exchange for the propernty released, o, upuon a
showing thai unfunded net property additions exist. The Mortgage also permits the withdrawa! of ca:3
upon a showing that unfunded net property additions exist or against the deposit of bonds or the
applicanon thereof to the retirement of bonds. (Artcles VI, VII and X.)

Limitations on Dividends

The Mortgage (Section 7.15) in effect prohubits the payment of cash dividends on Commor Stock
except out of retained earnings accumulated after September 30, 1945 and unless after such paymen: thers
remains of such retained earnings an amount squivalent to the amount by which the charges to income or
retained earnings since December 31, 1945 for repairs, maintenance and depreciation shall have besn less
than the mamienance and replacement requirement computed in accordance with Section 7.07 of the
Mortgage. Other restrictions on dividends are imposed by the Articles of Incorporation of the Compary.
Reference is made 10 Note 10 to Financial Statements.

Modification of Mortgage

The Morigage, the rights and obligations of the Company and the rights of the bondholders may be
modified by the Company only with the consent of the holders of 75% in principal amount of the oonds
and of not less than 60% of the principal amount of each series affected. However, no modification of ta
terms of pavment of principal or interest and no modification affecting the lien or reducing the perceatzge
required for modification is effective against any bondholder without his consent. ( Article XVII.

Redemption Provisions

The New Bonds will be redeemable at the option of the Company in who!e or in par at any ume o2
turty days’ notice at the principal amount and accrued interest, (a) without premium if redeemed °r tne

26



sinking fund or (b) plus the regular redemption premiums set forth below for all other redemptions;
provided. however, that none of the New Bonds shall be redeemed prior to August |, 1984 2t the regular
rzdemption premiums if such redemption is for the purpose or in anucipation of refunding such New Bond
through the use, directly or indirectly, of funds borrowed by the Company at an effective interest cost to the
Company (computed in accordance with generally accepted financial pracuce) of less than 11.3757% per
annum. (Twenty-seventh Supplemental Indenture, Section 1.)

If redeemed If redeemed
during during

12 months 12 months
period Regular period Regular

ending the Redemption ending the Redemption

last day of Premium last day of Premium
July 3 July s
i e e SR 1S SN 11.38 - LT L T T T L 5.39
e R L 10.78 1 T Lt 4.79
o RN R S O e S e 10.18 | T NI R SR LRSS Dl & |
o By e B B et a2 (T 9.58 BRI kit it M S TN Y 3.59
e S O L 8.98 L L S 2.99
L S e S e Wl Lo 8.38 1990 2.39
L B e T e ] el b 7.78 | A SRR N BB N 1.80
LT A i SR N R e 7.18 [ L A 1.20
R e S e v 6.59 1993 . 60
T et s A AR R 5.99

and without premium if redeemed after July 31, 1993.

Concerning the Trustee

In the regular course of business, the Company and its subsidiaries borrow short-term funds from
several banks for the companies’ purposes. During 1973, the Company made short-term bank borrowings
from time to time, each at the prime interest rate then in effect, from Firs: National City Bank in the
maximum amount of $27,000,000 at any one time outstanding. On June 20, 1974 the Company borrowed
$30.000.000 from such bank as described under “Capitalization”. First National City Bank is Trustee of
the Employees’ Savings Plan of the companies and Mr. E. Newton Cutler, Jr., Senior Vice President of
First Nauonal City Bank, is a director of the Company.

The Trustee or the holders of 20% in aggregate principal amount of the bonds may declare the
principal due on default, but the holders of a majonty in aggregate principal amount may annul such
declarauon and waive the default if the default has been cured. (Section 11.05.) The holders of a
majority in aggregate principal amount may direct the time, method and place of conducting aay
proceeding for the enforcement of the Mortgage. (Sections 11.01 and 11.12.) No bondhoider has the
nzht to institute any proceedings for the enforcement of the Mortgage unless such holder shall have given
the Trustee wntten notice of a default, the holders of 20% shall have tendered to the Trustee indemmry
agunst :o0sts, expenses and liabiitues and requested the Trustee to take action, the Trustee shall have
declined to take action or failed so to do within sixty days and no inconsistent directions shall have been
given by the holders of a majonty. (Secuon 11.14.) The Trustee is not required to advance or nsk its own
funds or otherwise incur personal financial liability in the performance of any of its duties if there is
reasonsbie ground for beileving that repayment is not reasonably assured to 1t. (Section 16.03.)

Defaults

1% . W amgte T g ' iPT | L7 i . . P .
L DCIUON F i Of e Miortgage ihe oHOTEZ are deiined

- AR §1 - —————

Failure to pay pnncipal when due; failure to pay interest for sixty days: failure to pay any instaliment
of any sinking or other purchase fund for ninety days; certain events in bankruptcy, insoivency cr
reorganizauon; and failure to perform any other covenant for ninety days following written demand by the
Trustee for the Company to cure such failure. By Section 9.03, a failure to provide money for tne
redemption of bonds called for redemption also constitutes a default. The Mortgage does not require aay
periodiz evidence to be furnished as to the absence of default or as to compliance with the terms thereof
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EXPERTS

The Financial Statements including he Statement of Income for the five years ended December 3.
1973 se* ‘orth in this Prospectus have been examined by Arthur Andersen & Co.. independent .= .
accouatants, as indicated in their report with respect thereto, and are included herein in reliance upn tee
auvtheny of said firm as experts in auditing and accounting in giving such report.

Statements under “Regulation™ and “Description of New Bonds™, as to matters of law and lege
cozciusions, have been reviewed by Harold P. Graves, Esq., General Counsel for the Company. znd =
such statemertes are made on his authoritv as an exnert

LEGAL OPINIONS

The legality of the secunues ofiered hereby will be passed upon for the Company by Har>ld F
Graves. Esq.. or James B. Falahee, Esq., Jackson, Michigan, General Counse! and General Atiorne:.
respectively. for the Company, and by Messrs. Winthrop, Stimson, Putnam & Roberts, New Yorb. N Y.
and for the Underwniters by Messrs. Simpson Thacher & Bartlett, New York, N. Y.

As of May 31. 1974, 830 shares of common stock of the Company were credited to Harold P. Grave:
accouxt in the Emplovees’ Savings Plan. He and hus wife own as joint tenants 189 shares of common stocs

of the Company. Mr. Graves is an officer of the Company and a director and/or an officer of each of it
subsidianes.

As of May 31. 1974, 297 shares of common stock of the Company were credited to James B. Falzhee
account in the Employees’ Savings Plan. He and his wife own as joint tenants 73 shares of commor. stoch.
of the Company. Mr. Falahee is employed by the Company as General Attorney
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UNDERWRITERS

(Jnder the terms of and subject to the conditions contained in an Underwriting Agreement dated July
17. 1974, the Underwriters named below have severally agreed to purchase, and the Company has agreed
to sell to each Uaderwriter, severally, the respective principal amounts of New Bonds set forth below.

Principal
Name Amount

Morgan Stanley & Co. Incorporated $ 9,150,000
Adams & Peck 250,000
Advest Co. 300,000
American Securities Corporation 400,000
A. E. Ames & Co. Incorporated - 250,000
Amhold and S. Bleichroeder, Inc. 400,000
Bacon, Whipple & Co. 400,000
Fob-.« "Y. Baird & Co. Incorporated 400,000
B- .eman Eichler, Hill Richards, w 400,000
Bear, Steams & Co. .. . 700,000
William Blair & Company . .. . .. 400,000
Blunt Eilis & Simmons [ncorporated 400,000
Blyth Eastman Dillon & Co. Incorporated 900,000
Ecertcher & Company 300,000
Bovworth, Sullivan & Company, lnc 150,000
J. C, Bradford & Co. = .. . . 400,000

Alex. Brown & Sons . 500,000
Bu(:her & Siager . . 300,000
Tze Chicago Corporation 250,000
Cit: Secunities Corporation 150,000
Crow=ll, Weedon & Co. 300,000
Daa, Kaiman & Quail, Incorporated 400,000
Di!lon, Read & Co. Inc. 900,000
Drexel Bummham & Co. lncorponhd 900,000
A. G. Eawards & Sons, Inc. 300,000
Edwards & Hanly 400,000
Elkins, Morris, Stroud & Co. 300,000
Fahnestock & Co. 300,000
Tte First Boston Corporation 1,200,000
First Equity Corporation of Florida 150,000
First of Michigan Corporation 500,000
First Southwest Company 150,000
Foizer Nolan Fleming Douglas lncorponud 400,000
Fu'ton, Reid & Staples, Ioc. 250,000
Goidman, Sachs & Co. $00,000
Greenshields & Colnc ... .. ... ... R 250,000
Hcisey, Stuart & Co. Inc. 200,000
Hurns, Upham & Co. Incorporated 500,000
Hajydea fea I 500,600
Herzieki & Stern 250,000
J. 1. B. Hilliard, W. L. Lyons, lnc. 250,000
Hoppin, Watson Inc. 250,000
Hornblower & Weeks-Hemphill, Noyes

Incorporated 900,000
oW e, WAL, Lananmse raestiehs

Incorporated 300,000
E. F. Hutton & Company Inc. 900,000
Tkz !linois Company Incorporated 150,000
Inierssate Securities Corporation 150,000
Jznney Montgomery 3Scott Inc. 300,000
Jchaston. Lemon & Co. Incorporated 300,000

Name

Josephthal & Co.

Kidder, Peabody & Co. Incorporated
Kormendi, Byrd Brothers, Inc.
Kuhn, Loeb & Co.

Ladenburg, Thalmann & Co. Inc.
Lazard Freres & Co.

Legg Mason/Wood Walker
Div. of First Regional Securities, Inc.

Lehman Brothers Incorporated

Lepercq, de Neuflize & Co. Incorporated
Loeb, Riaoades & Co.

Loewi & Co. Incorporated

Maanley, Bennett, McDonald & Co.
McDonald & Company

McLeod, Young, Weir, Incorporated
Mc¢Master Hutchinson & Co.

Merrill Lynch, Pierce, Fenner & Smith
Incorporated

The Milwaukee Company

Moore, Leonard & Lynch, Incorporated

Moseley, Hallgarien & Estabrook Inc.

Newhard, Cook & Co. Incorporated

The Ohio Company

Paine, Webber, Jackson & Curtis
Incorpurated

Parker/Hunter Incorporated

Piper, Jaffray & Hopwood Incorporated

Wm. E. Pollock & Co., Inc.

Prescott, Ball & Turben

R. W. Pressprich & Co. Incorporated

Paffensperger, Hughes & Co., Inc.

Rand & Co., Inc.

Rauscher Pierce Securities Corporation

Reinholdt & Gardner

Reynolds Securities Inc.

The Robinson-Humphrey Company, Inc.

Wm. C. Poney & Co.

Rowan Mosie Inc.

L. F. Rothschild & Co.

Salomon Brothers

Shields Securities Corporation

Shuman, Agnew & Co., Inc.

Smith, Barney & Co. lncorporated

~ - -

. i ®
SUTSTE Dl islheiivniet L pui uivile

Stern Brothers & Co.

Stern, Frank, Meyer & Fox, Incorporated
Stifel, Nicolaus & Company Incorporated
Stone & Webster Securities Corporation
Stone & Youngberg

Stuart Brothers

Principal
Amount

S

150,000
500,000
250,000
900,000
400,000
900,000

300,000
900,000
250,000
900,000
300,000
300,000
400,000
150,260
250,000

1,200,0C0
250.000
250.000
500.000
150,000
400.000

920,000
150,000
00,000
200.000
400,000
500,000
150,000
150,000
400,000
400,000
500,000
400,000
300,000
300,000
700,0¢0

100 nen

720,000
400.000
900.000
EICYRVYY)
230.000
150,000
150,000
900,000
250,000
306,000



M%‘ Principal

Name Name Amourt

Sutro & Co. Incorporated $ 300,000 Watling, Lerchen & Co. Incorporated S 400000
Thomson & McKinnon Auchincloss Weeden & Co. Incorporated 799,904+

Nohimeyer Iac. 500,000 Wertheim & Co., Tnc 91000
Spencer Trazk & Co. Incorporated 500,000 Wheat, First Securities. Inc. 400 G
Tucaer. Acthony & R. L. Day 500,000 White, Weld & Co. Incorporaied e om
UBS-DR Comoratica $00.000 Dean Witter & Co. Incorporated S0, )
G. H. Walier, Laird Incorporated £00,000 Wood. Struthers & Winthrop Inc. 700.9%
Warburg-Paribas, Inc. £00,000 $60.0°C 070

The Underwriting Agreement provides that the several obligations of the Underwriters are subiect to
the 2pproval of certain legal matters by counsel and to the conditicns that no stop order cenending the
efertivesens of the Regisisuiivn Statement 1s in effect and no proceedings for such purpose are pending
before or threatened by the Securities and Exchange Commission, that an appropnate order o: the MPSC
15 in effect and that there has been no material adverse change (not in the ordinary course of business ) in
the condition of the Company irom that set forth in or contemplated by the Registration Statemrsnt The
nature of the Underwriters’ obligation is such that they are committed to take and pay for all of t*» New

Bonds if any are taken.

The Underwnters propese to offer part of the New Bonds durectly to the public at the public ofering
price set forth on the cover page hereof and part to dealers at a price which represents a concession of | 0%
of the principal amount under the public offering price and any Underwriter may offer New Bords ‘o
certain dealers who are either a parent or a subsidiary of such Underwriter at not less than such pnce to
dealers. The Underwriters may allow and such dealers may reallow a concession, not in excess of .57, to
certain other dealers.
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REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS

T2 Coasumers Fowzr Company:

We have examuned the balance sheet of CoNsuMERs POWER COMPANY (2 Michigan corporation ) as of
Dz:ember 31, 1973. aad the related statements of income, retained earnings, capital in excess of par value
il source of funds for gross property additions for the five years then ended. Qur examination was made
2 zicordance with generally accepted auditing standards, and accordingly included such tests of the
+euo2nusng records and such other auditing procedures as we considered necessary in the circumstances.

Ia our opinion, the financial statements referred to above present fairly the financial position of
Consumers Power Company as of December 31, 1973, and the results of its operations and the source of
“uzds for gross propenty additons for the periods stated, in conform  with generally accepted accounting
annaiples applied on a consisteat basis dunng the periods.

AATHUR ANDERSEN & Co.

Dewomn, Michigan.
Apnd 25, 1974,
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REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS

T. Consumers Fower Company:

We have examined tne balance sheet of ConsuMers POower CompaNy (a Michigan corporaton) as of
Dzoember 31, 1973, and the related statements of income, retained earnings, capital in excess of par value
.nd wource of funds for gross property additions for the five years then ended. Our examination was made
2 iicordance with generally accepted audiung standards, and accordingly included such tests of the
+¢.22nung records and such other auditng procedures as we considered necessary in the circumstances.

Ia our opinion. the financial statements referred to above present fairly the financial position of
Ci2sumers Power Company as of December 31, 1973, and the results of its operations and the source of
‘uzgs for gross propenty additons for the peniods stated, in conformity with generally accepted accounung
arinaples applied on a consistent basis duning the penods.

ARTHUR ANDERSEN & Co.

Drewon, Michigan,
Apni 25, 1974,
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CONSUMERS POWER COMPANY

BALANCE SHEET

ASSETS

Uity Plant, at original cost (Note 2):
Plant in service and held for future use —
- ST b

Other Physical Property:
AL COBE OF BESG coevereesenssornrarsssmssnemssssssssasssssssssssassassss sesssssasssistisss oot s
Less— Provision for accrued AEPIECIAUON .....vcovenssmssmmsassessenssssssses o

Investments:
Wholly-owned subsidiaries —
Michigan Gas Storage Company (NOTE 1) oo
Northern Michigan Explorauon Compauy (Notes 1 and 5) ...
ORET, AL COBE OF 1SS .ccvvvverusssssrsssssssssssmsssssassssssssssssssssagss s

Current Assetst
PO L ] L) Peemm————e

Accounts receivable, less reserves of $674,000 and $704,000 respec-
tively (includes $85,000 and $121,000 respectvely due from
SUDERGRBIIEE ) coercnsersoonoosssssssasosssssassssssaseassseseseemtpmantagmatse st E5833 222

Materials and supplies, &t QVETAZE COSL..ooiiwwrimmsmssssmimsssssssss s
Gas in underground storage, at average COB..o.rsnsnssenssssssssssassssnsssrenranss
Property taxes—future Pov v I SRR

The Notes to Financial Statements are an integral part of this statement.

32

December 31, May 3%,
1973 1974
(Unaudited)
Thousands of Dollars
$1.895,704 $1,893.213
389,129 888 438
3,280 3,280
71,481 71,564
$2,859,564 $2.856,495
653,537 686,722
$2.206,057 $2.169,773
359,548 483,533
$2,565,605 $2,653,306
$ 2,764 S 2,774
37 37
$ 2.727 $ 2,737

$ 20,111 $ 20358
16,631 22,560
922 842
§ 37,664 § 43,760
$ 12,243 $ 13652
67,295 63,454
52,483 65,676
31,931 21,827
27,903 15,877
1,076 5,564
$ 192,931 $ 186,050
$ 6,926 $ 9.967
$2,805.853 $2,895,820
—_— —_—



CONSUMERS POWER COMPANY

BALANCE SHEET

STOCKHOLDERS’ INVESTMENT AND LIABILITIES

Capualizauon:
Common stockholders’ equitv—

Commo: stock, $10 par value, authonzed 32,500,000 shares,
outstanding 26,233,838 Shares..........coummmmimmmisimmsess

Capital in excess Of PAr VAIUE .uerivivurismissmssmsmsssisssssssssssssensinss
Retained earnings ( NOTE 10) ooimissimsmninnmsimsnisnssmsssssens

Less—Capital St0CK EXPENSE ..ovuunrummnsuns wonsmasssaunsins s ismneess

Total common stockholders’ eQUILY ......c.ocuwuiviniiiiicninnies
Preferred stock, cumulative, $100 par value, authonzed 5,000,000
SHATES (INOLE 11 ).vecusnssunsisnamsassesssanassasessnsssssssasssussssnssssssssssssss s onsssses
Total stockholders’ INVESIMENT .......cccommmmnnnsmnsmmsismnsisnsns
Long-term debt (NOLE 12)....ccvmummmmmusmmmusnsimsmssssssssssssssssssssssssssesses

Total CAPIAlZAUON. ......ouerrrrsesssssessiessrmsasessssmisassssssasssisassssssess

Notes Payable, due withun one year (Notes 3 and 14):
To banks ( average interest rate of 9.80% and 11.46% respecuvely )...
Commercial paper (average interest rate of 9.62% and 10.84%

Current Liabilities ( excluding n tes payable due within one year ):
Current maturities and sinking fund on loag-term debt (Note 12) ...

Accounts payable (includes $6.981,000 and $3,755,000 respecuvely
due to subsidian

............................................................................

De‘erred Credits and Reserves:
Deferred income taxes (NOte 16) ..o commimnmimmmminn s
Investment tax credit ( Note 15) .o

Construction Commitments ( Note 9)

The Notes to Financial Staicments are an integral pan of

i3

December 31, May 31,
1973 1974
(Unaudited )
Thousands of Dollars
$ 262,338 $ 262,338
247,070 247,231
228,397 227,852
$ 737,805 $ 737,421
6,975 7,005
$ 730,830 $ 730416
347,534 347,134
$1,078,364 $1,077,550
1,222,340 1,249,968
$2,300,704 $2,327,518
$ 43,000 $ 63,700
1,800 40,810
$ 44,800 $ 104,510
$ 17,309 $ 14019
100,311 58,064
57,831 72,404
20,787 24,116
22,893 35,987
$ 219,131 S 204,590
$ 173,616 S 188815
47,938 50,332
19,664 20,055
$ 241,218 $ 259202
$2,805,853 $2,895,820

this statcment.



CONSUMERS POWER COMPANY

STATEMENT OF RETAINED EARNINGS

( Twehw
Months
Year Ended December 31 Ended
- Mav M.
1969 1970 1971 1972 1973 1974
(Unaudited )
Thousands of Dollars
Balance Beginnuag of Penod ... $125,503 $156,483 $178.995 £195,599 $213.358 $233.270
Add:
ST BT =) | R —— 66,960 72,832 71,780 78,178 80,893 68952
Equity in undistnbuted earings of subsid-
iaries at December 31, 1972 (Note 1) ... - - - — 4.359 -
$192,463 $229.315 $250,778 8273117 $298.610 $302,.222
Deduct: ;
Cash dividends on preferred stock........ccceec.. $ 153 $ 3517 $ 7.108 $ 11,251 $ 17,746 $ 21,902

Cash dividends on common stock declared
in the amounts of $1.425 per share in
1969 and $2.00 per share in 1970, 1971,
1972, 1973 and the twelve months ended

May I, 1974 .eesienannnssnnsnsasions 32.446° 46,803 48 068 49,168 52,467 $2,468
§ 35980 $ 50,320 $ 55,176 $ 60,419 $ 70213 $ 74370

Balance End of Penod (Note 10) i s $156.483 $178,995 $195..99 $213,358 $228.397 $227.852

* The yuarterly dividend on commer stock formerly declared in December was declared in lanuary
starting in 1970. Therefore, the dividends declared in 1969 only include three quarterly dividend
declarations. Dividend payments have continued to be made in the months of February, May, August and
November.

STATEMENT OF CAPITAL IN EXCESS OF PAR VALUE

Twelve
R Months
Year Ended December 31 Ended
* May 31,
1969 1970 197 1972 1973 1974
{Unaudited )
Thousands of Dellars
Balance Beginaing of Period e $187,654 $187,756 $208,905 $209.038 $246,788 €246 914
Add:
Excess over par value of common stock seld. = 21,012 - 37,620 — -
Excess over par value of preferred stock sold — .- - - 156 156
Net gain on reacquisivon of preferred stock . 102 13 153 130 126 161

T T s s FUU———— 1 LA $208,905 $205,038 $246,788 $247,070 $247.231

The Notes to Financial Statements are an integral part of these statements.
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CONSUMERS POWER COMPANY

STATEMENT OF SOURCE OF FUNDS FOR GROSS PROPERTY ADDITIONS

Twelve
Year Ended December 31 Months
Ended
1969 1970 1971 1972 1973 May 31, 1974
(Unaudited)
Thousands of Dollars
Source of Funds for Gross Property Addiuons:
Funds generated from operations:
Net income after dividends on preferred stock.  § 63,426 $ 69315 $ 64672 $ 66.927 S 63,147 $ 47,050
Pnnupal noncash ems—
Depreciation and amortizauon (Notes 3
and 17)— :
Per statement 0f INCOME . ....c..ovvvuunnnse 51,881 §5,608 58,210 62,937 73,428 < TTRIS
Charged to other accounts..... 5200 6,162 6,403 11,472 13616 9394
Deferred income 1axes, Nel. .......coommmernes 10,962 10.222 14,300 18,972 25072 9.130
Investment tax credit, N ..........coommmncsinns 3416 345 5,751 5,960 14,057 8237
Allowance for funds used dunng con-
strucuon (8,421) (14,108 (21.862) (25.455) (23,223) (21.942)
Ummmbu.d emunp of uhudnua
(Note 1)... vt - - - i1.541) (2,946)
$126,464 $127.647 $127.474 S140.813 $164,556 $146 818
Less—
‘ Dividends declared on common stock ....... 32,446° 46,803 48,068 49,168 52,467 52,468
Retirement of long-term debt and pre-
IOTRO0 A coviav oo sassiasessunsiommesesnsnsnss 7,788 9438 10,538 11,738 12,938 12,938
$ 86,230 $ 71,406 S 68,868 $ 79,907 $ 99,151 S 81412
Funds obiained from new finanang:
jssuance of COMMON SIOCK...........cocvuneraserssesnses s — $ 33.661 S — $ 59,620 - - s -
Issuance of preferred stock.............. - - 70,000 70,000 130,000 130.000
Issuance of first morgage bonds .. w. 105,000 110,000 120,000 120,000 75,000 75,000
Ne¢i proceeds fm instaliment sahl contracts
payable......cerevearnns i - - - - 31,744 59.631
Increase (doaun) n om« lo.u-umdcbt ..... — 12,730 (4.239) (4,418) (3,915) (2,102)
Increase ( decrease) in notes payable .............. 6,900 12,600 (36,500) 6,500 19,300 34,510
$111,900 $168,991 $149.261 $251,702 $252,129 $297.039
Funds obtained from other sources:
Allowance for funds used dunng cortruction.. § 8.421 $ 14,108 $ 21,862 $ 25455 § 23223 3 21,942
{acrease in reserve for pomblc te . ~funds
{Noteb) .. I —— — 4,406 7278 184 — -
Change in net current assets and curre..*
habilines®®...... o . 12.i71) (15,140) 7018 9.020 (1,696) (25,502)
{ l".fc.uc) decrease in investment in Nonheﬂl
“lichigan Exploranon Company (Note 5) . (2.000) (4.006) (4.000) 4,000 (8,600) {5.700)
Omer o RS R S-S er-So S nEn 193 33 62 2,850 (3,33 (7.630)
$ 4443 $ (593) S 3220 $ 41,509 § 959§ $(16,890)
Gross Pronerty Additions (Note 2) ......oovimmmmuninanne: $202.573 $239.804 £250.349 $373,118 $360.875 $351.561

* Sse Note to “Statemenr of Retained Earnings™

m======

** | he changes in the individual accounts classified as curren® as.ets and current liabilities are ror matenul

in relator to gross property additons.

The Nutes to Financial Statements are an integral part of this statement.
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CONSUMERS POWER COMPANY

NOTES TO FINANCIAL STATEMENTS
{Including Notes Related 1o Unaudited Financisl Statements )

1. SIGNIFICANT ACCOUNTING PoOLICIES

The Company's wholly-owned subsidiaries, Michigan Gas Storage Company and Northern Michigun
Exploration Compuny. have not been consolidated as they are not significant. Effccuve January 1, 1972,
the Company, pursuant to Federal Power Commission Order No. 469, adopied tie equity methou of
accounting for the mvestment in subsidiaries. Under this method ol accounting the Company's interest in
the earnings of the subsidiaries is reflected currently in earrings and in the carrying value of the
investments. Prior years. which include dividends paid by one of the subsidiaries. have not been restatd
for this change in accounung since the effect was not matenial: however, reizined sarmngs have heen
credited with the undistnbuted eamings of the subsidiaries at December 31. 1972 .n the amount of
$4,359272.

The Company provides depreciation on the basis of straight-line rates approved by-the Michigan
Public Service Commussion (See Note &).

Operating revenue is recognized at the time of monthly billings on a cycle basis for electric and _Js
service.

The Company makes annual contnibutions to the pension plan sufficent to cover current service costs,
interest on unfunded prior service costs and amortization of prior service costs (See Note 7).

Reference is made to Notes 15 and 16 for information regarding income taxes.

Reference is made to Note () to the Statement of Income for information regarding the allowar.ce
for funds used duri* “onstrucuon.

2. CONTRIBUTIONS IN AID OF CONSTRUCTION

Effective January |, 1974 the Com»any, pursuant to Federal Power Commission Order No. 490,
reclassified contributions in aid of construction as an offset to Utility Plant at oniginal cost. The financial
statements for periods prior to 1974 have been restated to a comparable basis.

3. FINANCING ,
Reference is made to “Use of Proceeds” for information regarding financing.

4. NUCLEAR GENERATING PLANTS

Construction work in progress includes $103,932.000 at December 31, 1973 and $131,735,700 at May
31, 1974 related to the Midland Plant. The issuance of construction permits by the Atomic Energy
Commission (AEC) in December 1972 was upheld by an Appeal Board of the AEC in May 1973 but has
been appealed to the U. S. Cou:: of Appeals for the District of Columbia Circuit. Construction, deiayed
since 1970, was resumed in June 1973. In December 1973 the AEC issued an order for the Company to
show cause why all construction activity should not be suspended pending a showing that the Companv is
.1 compliance with the AEC’s quality assurance regulations and that ther= is reasonable assurance tha:
such compliance will continue throughout the construction proce<s. An AEC heanng on the show cause
order is scheduled to commence in July 1974

Reference is made to “Construction Expenditures™ for informauon relating to the cancellation of the
Company's Quanicassee Nuclear Plant

Reference is made to Note (b) to the Statement of Income for information relating to the Palisad=,
Nuclear Plant.

5. NORTHERN MICHIGAN EXPLORATION CoMpany

Northern Michigan Exploration Company ( Northern ), a wholly-owned subsidiary of the Comparny.
is engaged in gas exploration programs in northern Michigan and the southern United States. The
Company's investment in Northern, excluding equity in the undistributed net earnings of Northern.
consisted of $14.600.000 in common stock at December 31, 1973 and $14,600,000 in common stock :nd
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CONSUMERS POWER COMU/ANY

NOTES TO FINANCIAL STATEMENTS — (Continued)
(Including Notes Related to Unsudited Finencial Statemenis)

$4.000,000 in Notes it May 31, 1974 The Company’s Board of Directors has authorized loans to
Northern up to a maximum of $20.000,000 and has authorized a total common stock invesiment of
$20,000,000.

6. RATE MATTERS

Reference is made to Note (a) to the Statement of Income for informauon relating to electric and gas
rate matters.

7. PENSION PLAN

The Company has a trusteed noncontributory pension plan under which full-ume regular employees
within specified age limits and periods of service are qualified to parucipate. The contributions to the plan
were $7.386,000 in 1969, $9,195,000 in 1970, $10,575,000 in 1971, $13,066,000 in 1972, $14,607,000 in
1973 and $15,507,000 for the twelve months ended May 31, 1974. Of these amounts, $5,722,000 in 1969,
$6.945.000 in 1970, $8,127.000 in 1971, $9,817,000 in 1972, $10.968,000 in 1973 and $11,961,000 for the
rwelve months ended May 31, 1974 were charged dire-tly to expense accounts with the remainder being
charged to various construction, cleariag and other accounts '

On April 11, 1972 the Company's shareholders approved certain revisions in the pension plan which
substantially increased the Company’s contnbutons. Concurrent with the revisions to the pension plan,
the Company changed two of its actuarial assumptions and increased the period of amortization of
unfunded prior service costs from approximately 13 years to 25 years. The assumed rate of return was
increased from 3%% 10 4':3% and the method of reflecung unrealized appreciation was changed from the
“appreciation account” method to the “assumed growth rate” method. The change in the actuanal
assumptions and increase in the period of amortization o prior service costs had the effect of reducing the
impact of the revisions to the plan on net income and earnings per share of common stock for the year
1972 by approximately $1.140,000 and $.05, respectively.

The unfunded prior service cost at January |, 1974, the date of the most recent actuary’s report,
amounted tc approzimately $21,569,000.

8. DEPRECIATION

Composite depreciauon rates were approximately 2.85% for electric plant and 3.20% for gas plant for
the year ended December 31, 1969; 2.95% for electric plant and 3.00% for gas plant for the two years
ended December 31, 1971; 2.95% for electric plan: and 3.01% for gas plant for the year ended December
31. 1972: 2.92% for electric plant and 3.01% for gas plant for the year ended December 31, 1973: and
2.83% for electric plant a~d 3.40% for gas plant for the twelve months enced May 31. 1974, In the opirnion
of management, the balance in the provision for accrued depreciation at December 31, 1973 and May 3l
1974 is rcasonably adequate to cover the requirements for depreciation : ccrued on the original cost of the
depreciable utility plant. At the time properties aie retired or otherwise disposed of in the normal course of
husiness. charges are made to the provision for accrued depreciauon in the amounts of such retirements,
less net salvage credits, and no other adjustmenis of the provision for accrued depreciation are normally
nade. Depletion rates, established for each producing field based un the rotal cost of leasehelds Jivided
by the :stimated recoverable reserves, are applied to withdrawals from each field to determine the
provisioa for depleuor.

G CoNSTRUCTION COMMITMENTS AND FINANCING RESTRICTIONS

As of June 5, 1974 capital expenditures for property additions in 1974 were esumated to total
approximately $360,318.000. Total construction expenditures over the five years ending December 31,
1978. are presently esumated to approximare $2.200,000,000. Substantial commitments have been made
with respect to capital expenditures in future years.
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CONSUMERS POWER COMPANY

NOTES TO FINANCIAL STATEMENTS— (Continued )
(lmcludeng Notes Related to Unaudited Financial Siatements)

In order to finance this construcuon program and to meet first mortgage bond matunues of
$170,334,000 dunng the five years ending December 31, 1978, it will be necessary for the Company 10 sell
substantial addiuonal secuntes, the amounts, timing and nature of which have not yet been determned.

, The sale of certain securities may be restricted as set forth under “Statement of Income™.

Reference is made to “Constructon Expenditures” for addiuonal information regarding the Com-
pany's construcuon program.

10. LiMiTATION ON DIVIDENDS

At May 31, 1974, after giving effect to the execution of a $50 million term bank loan in June 1974,
retained earnings in the amount of $50,748,364 are not available for the payment of cash dividends on
common stock under prowvisions of the Articles of Incorporation of the Company which, excep under
certain circumstances, prohubit the payment of common stock dividends in cash which would reduce the
percentage of common stock equity to total capitalization below 35%. There are also other restrictions as
to the payment of dividends on common stock which. however, are presently less restrictive than the
limitation mentioned above. The limitation on the payment of cash dividends may increase as set forth
under “Statement of Income.”

11. PREFERRED STOCK AND PREFERENCE STOCK
Preferred stock is represented by

Redemption
Price December 31, May 31,
Per Share 1973 1974
(Unsodited )
Thousands of Dollars
$4.50— 547,788 Shares Qutstanding ... $110.00 S 54,779 $ 54,779
$4.52—127,550 Shares Outstanding
(less 4,000 shares purchased for re-
tirement in 1974) ... u—— 104.725 12,755 12,355
$4.16— 100,000 Shares Qutstanding ..... 103.25 10,000 10,000
$7.45—700,000 Shares Outstanding ..... 108.00 70,000 70,000
$7.72—700,000 Shares Qutstanding ... 108.00 70,000 70,000
$7.76—750,000 Shares Outstanding ..... 109.19 75,000 75,000
$7.68— 550,000 Shares Qutstanding ... 108.00 _Siggq __52929
Toxal preferred IR oo s v $347,534 $347,134
3 ——

The preferred stock of the Company is redeemable as a whole or in part, at the option of the
Company, at the above redemption prices plus accrued dividends to the date of redemption, except that
prior to Apnl 1, 1978, July 1, 1977, June 1, 1978 and November 1, 1978. the $7.45, $7.72, §7.76 and $7.68
preferred stock, respectively, may not be redeemed through centain refunding operations.

The Company is required t© endeavor to purchase and retire annually 4,000 shares of the $4.52
preferred stock at 2 price per share not to exceed $102.725 plus accrued dividends.

On April 9, 1974 the Company’s shareholders approved an increase of 1,500,000 shares in the
authorized preferred stock from 3,500,000 shares 10 5,00C 000 shares.

On April 9, 1974 the Company’s shareholders approved a revision in the Company's Articles of
Incorporanan to authorize 5,000,000 shares of curnulative $1 par value Preference Stock. There are no
shares of this new class of stock outstanding.
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NOTES TO FINANCIAL STATEMENTS — (Continued )
(Including Notes Reinted to Unaudited Financial Statements)
12. LonG-Term Dest
Long-term debt is represented by

December 31, May 31,
1973 1974
(Unsudited )
Thousands of Dollars
First Morngage Bonds secured bv a mortgage and
lien on substanually all property —
2% % Series due 1975 .......ovvvirsirscsnnsissancseasonns $ 86,324 $ 86,324
8%% Senies due 1976 ............cccoervvennnnnns 60,000 60,000
2R% Senies Que 1977 .....cooovvensisssessorsosasossassanss 24010 24010
3% Senies due 1981 ... .....covvcvevrvnearscernnssinns 39,000 39,000
w4 TR S P 24,075 24075
5 D00 GUE UIBE s ineocrssisivominsosrasiorsivossssasne 33,255 33,255
JUR Sorins AU TIBT ..conssiminsisscnsinssissssions 25,000 25,000
4%% Series due 1987 ..........oocvvvesurensnrressnsssnens 210 210
412% Series due 1988 ........ccoooovivieneiinnnrasisasnne 34,326 34,326
4% % Series due 1989 . .......oovvivvcnirciiriiecvrrennens 28,620 28,630
3Yi% Series due 1990 ......ccoeveciinsansssnrsersissseres 30,000 30,000
4.‘&% BEEE U BT s oiscinios sisvossnnsssrinommvis 29,572 29,572
% Series due 1991 .......unmrevrincinrcnarerncsnsons 31.889 31,889
S,M TTUTE T | TS L — 59,000 59,000
% Series due 1997 .......oovecovcivirarcninnncisiseneens 78.550 78,550
6?/-"6 LT TR R S 55,000 55,000
6% Senesdue 1998 .......ooovvviecievinneisine s 55,000 55,000
T Senesdue 1999 ..o 50,000 50,000
¥ BY4% Series due 1999 ........cocviviinniinnnnsirssionsonsine 55.000 55,000
8% % Series due 2000 ...........cvvveemcrinniaierssienias 50,000 50,000
SHE Senas du 2001 ...........cocnmasnsisessnsssnseases 60,000 60,000
THD Suries G108 D0 ..cvcesroicrinsmsessinesaisrasnsssonss 60,000 60 N30
THED Stis B8 2002 ....coiivviiinisiviiiminsississmsiioms 70,000 70,000
(LT TR T S S L G e o 50,000 50,000
8355 Series due 2003 .......ooooricriereinecriiaeeeesranns 75,000 75,000

Total First Mortgage Bonds.............. $1,163.841 $1,163,841
Installment Sales Contracts Payable (Net of
$7,256,000 and $14,069,000 respectively heid in

trust pendingoomplcuon of construction ) .......... 31,744 59,631
Sinking Fund Debentures, 4%%, due 1994 ............. 37,600 37,600
L L N A DO o 4310 2,333
Unamoruzed Net Debt Premium (not matzrial by

INAIVIAUAL ISSUC) o.evveveireienes ceevmsrerserersrssnssasscosisanns 2,154 26l

$1,239,649 $1,265,466
Deduct—

Current Maturities and Sinking Fund In-
cluded in Current Liabilities—
First Mcstgage Bonds ......ccovvecvccciivn. S 12,688 S 11.80¢%
Sinking Fund Debentures.........cccccoovunene. 600 -
ORI s s srseriiivarat resarit s 4,021 2,210

$ 17.309 S 14019

Sccurities Reacquired for Sinking Fund Re-

quirements (not yet retired ) .........ccooooueinenn - 1,479
$ 17,309 $ 15498
Total Long-Term Debt ........covvvvnnna $1,222.340 $1,249,968

—— —
= = —_— T



CONSUMERS POWER COMPANY

NOTES TO FINANCIAL STATEMENTS — ( Continued )
(Including Notes Related 10 Unaudited Financial Statements)

Under the terms of the Indenture secunng the First Mortgage Bonds, the Company i required, on of
before October | of each year, to deposit with the Trustee, cash and/or bonds in an amount equai to 1*7 of
the aggregate pnincipal amount of bonds of all series, other than refunding series, authenticated prior (6
January | of the year of deposit. With respect 10 all series which have been issued through December 31.
1973, the annual sinking fund requirement is $12,688,000. In addition. an annual $600 000 sinking furc
deposit is due on the 4% Sinking Fund Debentures on or before September | of each year.

In addition on June 20, 1974, the Company borrowed $50,000,000 from a bark under a promissory
note maturing in 1981 and bearing interest at a fAluctuating rate related to the bank’s prime lending rate.
13. MAINTENANCE

It is the pracuce of the Company 10 charge to maintenance the cost of repairs of property and
replacements and renewals of items determined to be less than units of property, except for such costs as
are charged to transportation expenses, stores expenses or other clearing accounts and redistnbuted from
these accounts, together with other charges, (0 various operating, construction and other accounts. The
latter amounts so charged are not considered significant and are not readily determinable. Costs of
replacements and renewals of items considered to be units of property are charged 1o the uulity plant
accounts and charges for the units of property replaced are made to the provision for accrued depreciation
and removed from uulity plant accounts. Property additions are charged 'o the uulity plant accounts.
14. COMPENSATING BALANCES AND NOTES PAYABLE

The Company has agreements with banks providing for short-term borrowings of up to Sl 32,000,000.
In connection with these agreements the Company is required 10 maintain average compensating balances
with the banks, over an unspecified period of ume, equal to 10% of the total line of credit plus 10% of the
average horrowings outstanding, as determined from the bank’s records after adjustment for uncollected
funds. There are no legal restrictions on the withdrawal of these funds. In additon, the Company issued
coramercial paper from time to time on a short-term basis, generally for periods of less than one month.

During 1973 and the twelve months ended May 31, 1974, average short-term borrowings outstanding
amounted to $31,809,000 and $40,189,000, respectively, the maximum amount outstanding at any ou¢
time was $82.000,000 and $104,510,000, respectively, and the weighted average interest rate was 7.85%
and 9.43%, respectively, excluding the effect of compensating balances.

15. INCOME TaX EXPENSE
Income tax expense is made up of the following components:

+ Twelve
Monthe
Year Ended December 31 Ended
May 31,
1969 1970 1971 1972 1973 1974
(Unaudited )
Thousands of Dollars
C 10 utilny operatons —
| AOOME LBRES...c. oo crssssrmsiamsaicsissssorsre P8 1,023 $38.8:4 $14.469 $11.371 $ 2,718 $(7,778)
SLAE INCOME LAKES .coeavvurannnsnireneire s 4071 4,787 3,065 3216 2.78% (98)
Deferred federal income taxes, net ... 9,753 8936 12,337 15,929 21,133 24,598
Deferred state income taxes, Nel............ ; 209 1,286 1,963 31043 3,936 4,532
Charge equivalent 10 investment (ax credit,
B oS TSRS SR U9 704 4le 448 5,751 5,960 14,057 8237
Total—see Statement of Income.......... . $94m $54,281 $37,585 $39.519 44633 29,491
Charged 10 ronutility OPETRUONS ......ooovnmicsciss . 6717 767 536 253 1,091 J96
Total income tax expense ... . $60,149 £55,048 $38,i21 $39,772 $45,724 * 5,687

b

The Company utilizes liberalized depreciauon and the “class life asset depreciation range system ™ for
income tax purposes. Income tax deferred due to the use of these methods is charged to income currently
and credited to a reserve for dsferred income (axes. As income taxes previously deferred become payab'e.
the related deferrals are credited to income  (See Note 16)
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CONSUMERS POWER COMPANY

NOTES TO FINANCIAL STATEMENTS — ( Continued )
(Including Notes Related to Unaudited Financial Statements)

Certain costs. principaily interest, capitalized in accordance with the provisions of the Unitorm System
of Accounts, are expensed for income tax purposes and the tax reduction resulting therefrom is reflected in
the income statement currently as ordered by the Michigar Public Service Commassion.

The investment tax credit and job development investment credit uulized as a reduction of the current
yvear's income tax is deferred and amortized to operating expense over the life of the related property.

The following schedule reconciles the statutory Federal income tax rate 1o the effective income tax
rates for the five years ended December 31, 1973 and the twelve months ended May 31, 1974,

Tweive

Months

Year Ended December 31 Ended

May 31,

1969 1970 19 1972 1972 1974
(Unsudited)

Federal 100OME tax SLAULOLY FALE ...ovmmunremineiinins : 528% 452% 430% 48 0% 48 0% 48 0%

In.rease (reduction ) in income tax rate resulung
from:

Cenaun capitalized construcuon costs, pnn-
upally interest, deducted currendy for
income tax purposes for which no de-
ferred taxes are provided in accordance

with the requirements of the MPSC ........... (5.4) (78 (11.%) (140) 112.3) 1148)
State income taxes. net of Federal income

S I icniotcssssiowss sibbutubspit i e 20 24 24 28 28 23

Amoruzauon of deferred investment tax

T N R T S (.5) (6) (.7 { 8) (10 1135)

Other musceilaneous items 16) (<) (22) (23) (14; (312)

F.fiective income tax rate ... T TN M 471% 30% 347% 33.7% 36.1% 30 8%

16, DEFERRED INCOME TAXES

The Company has elected 1o compute depreeiation ailowances for income tax purposes on the basis of
the accelerated methods permitted by Sections 167 and (68 of the Internal Revenue Code of 1954, The
Michigan Public Service Commission has prescribed that, duning the penod when the annual allowances
for tax depreciation are more than the normal tax depreciatuon, the income tax deferred is to be charged to
income with a concurrent credit to a reserve for deferred income taxes. Dunng the peniod when the annual
allowances for tax depreciation are less than the normal tax depreciauon, amounts previously deferred are
charged to the reserve and credited to income. The provisions for deferred income taxes subsequent to
1970 reflect the effect of shortened depreciation lives under a “class life depreciation system” in accordance
with liberalized depreciation guide lines undei the Revenue Act of 1971. Following 15 a summary of the
provision for deferred income taxes:

Tweive
Months
Yeur Ended December 31 Ended
2 May 31,
1949 1970 1971 l_'l_‘?_l 1973 lﬂ
t Unaudited)
Mousands of Doilars -
A, cieryred depreciation —
amount deferred duning year . .....c.ccccnnee. 311,938 SLLS™ $15.59% $20.467 $26.656 S 24
Less — Taxes deferred in prior years ited : s
10 COME...oov-ivv oo R {302) (T (438) (6358) REES 383)
$ilo3s S.HU,"" S15.137 319 809 S25900 S29 987
A celzrated amortizauon of emergency facl-
fuaes deferred in pror sears credited to
T PIrEE ER et E N e w—_ (67d) (%37) 1837) (837 1837) (¥37)
Tt oo e S10.962 810,222 $13.300 $18.972 sean $29.130
- - _LTT="a —_—T ST - - TE=
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NOTES TO FINANCIAL STATEMENTS — (Concluded)
(Including Notes Related 1o Unsudiied Financial Statements)

17. SUFPLEMENTARY IS8 OMI INFORMATION

Maintenang.:

The aiiounis of manienance, other than those set forth in the Statement of Inwoine. that have been
charged 1o clearing accounts and redistributed are not significant.

Depreciavon. depletion and amortization:

In sddition to the amounts set forth in the Statement of Income, depreciauon ol transportauon and

other equipment was charged to clearing accounts in the following amounts:

$2.241.000 in 1969,

$2,851,000 in 1970. $2.715.000 in 1971, §3.278,000 in 1972, $3.375.000 in 1973 and $3,422,000 for the
twelve months ended May 31, 1974, Also. depreciation, depletion and amortizatuon was charged

accounts, other than depreciation and amoruzaton, in
$2.959,000 in 1969, $3.311.000 in 1970, $3,688,000 in

$5.972,000 for the twelve months ended May 31, 1974,

Taxes. other than income taxes, charged to operaung expenses. fol'ow:

the Statement of Income in the following amounts:
1971, $8.194,000 in 1972, $10.241.000 in 1973 and

Twehe

Months

Year Ended December 31, Ended

May 31,

19 1 e m 19
(Unaudited )
Thoussnds of Dollars
Real and persunal Property laxes ... $30.670 $£33.295 $36.607 $40,027 $44.092 $46.436
PRYTOl SABRS .o isisvirsmsissomsstrsssniisnmmisonsrseronsess 2,908 3078 3,650 4211 5,368 5.869
Michigan State franchise fee . 321 2am 1444 1854 4503 4,897
T S S REY! 268 289 172 112 13 S8
General taxes—see Statement of Income. ... $37.058 $39.062 $43.873 $48.204 $54,160 $57.260
e E = —— 4

42




-

_© FOR RELEASE Jsuly 25, J7

*NGLCSURE NO, 3

Released
70 *ine S

G )

through Commonwealth Services Inc. consumers
treet, llew York, N. Y. 1000 g POwer

'3 Vinet e BN Ja s , ey A0 o &rea Gt w

- POWER
Tatement o cne
Mont \ L37- A
uross rating Revenue & 75,580,831 )
Cpersting Ixpenses 9,042 9 15,4715,
Frovision for De;reclation and Amortization 5,559,670 %.,263,320
Provisicn for Taxes - Federal Inccze i%0,+18 1 ,£16,80%
« State I[ncome 152,508 287,73
« Deferred Income Tax 2,.5%,863 1,758,983
- General k":=i-.gz %
et Opersting Income B 172y ’ ’
Allowance for Punds Used During Construction 1,633,608 1,797,480
Other lacome (Net) 7h5,281 511,529
Interest Charges Z,L"",;g g'%i'%é
Net Incame - 1Ly » ’
Dividends on Preferred Stock 2 200
falance for Cosmon Stock
1374 18
Sross Cpers Svenue - Clectric $531,738,260 140,101, 303
-~ Gas 393,908, 2L0, 366,543
- Stean ") 1,260
Total Gross Operating Revenue @, : :
Optml.u Lxpenses ~ =, ’ '
Provision for Deprecistion and Asortizatiocn 78,32%,373 67,852,674
Provisioa for Taxes - Federal Incame (1,267,306) 25,434,337
- State Income (23.,284) 4,000,729
- Deferred Income Tax 29,873,916 21,737,906
- General %, Wb L9, k67,30
Net Cperating Ilncome ] . ’
Allovance for Punds Used During Construction 21,583, 7R 24,864,343
Other Iacame (let) 8,6€¢,007 b,298,813
Interest Charges E»c,%'gleih 6;.;3-;.; !5-
tiet Income g sCay® ’ ’ et
Dividends on Preferred Stock 22,958 1L, 122,261
Salance for Common Stock )
farnings per Snhare of Common Stock Fased on Average .nares Cutstanding
(26,217,528 Shares of 197% and 25,683,338 Shares in 973) £1.79 e.m

votes: ‘L) Thiz statement is on the basis of interia figures and is subject to audit and adjustaent.

2) Because of seasonal ani other factors, the earnings for the month should not te taken as
an iniization of e s for all or any part of the talance of the curreat year.

3) On Jasuary 18, 1974, the Mizhigan Public Service Commissisn (VPO sutiorized increase:

{n the Company's electric and gas rates of $31,000,000 and $4b,600,000, respectively, cn an annua
basis., The rite increases included interim increases aggregating $50,000,000 4ltiled equally be-
tween elsctilc ani gas rates which were placed in effect November 10, 1377, The suthorized rate
{ncreases became effective on Janua v 13, 1974 except for approximately $14,571,200 of the 7as rate
tnerease which became effective on April 20, 197 after the Campany nad summittes proof to the }FIT
that tse second unit of the Marysville Oas Reforming Plant vas fully and cosmmercially operable.

(L) pitigation is pending “ith respect to electric and gas rate increases walch cecize eflecs
tive i 1969 and which are subject to refund relating to the reduction and elizizazion of the Federal
income tax surcnarge. In March and April 197L, the C(art rmaled in faveor of the 'TC with rozpert T2
the irs:-me tav surcharge issue ani ~riered the Company o refund $2L,552,€22 t2 lts ele s Al gMe
customers, The “ompany has established a reserve siatel net of related Licome taces Ir ‘e moalt 3o
$11,5€7 718, ani believes that the asount of such reserve ls adeguate to cover the refund ~Lligutisn,
exclusi e of interest charges which are presently not capable of letermiration. he Compuwy L8
undertaking to seek judicial revies of the Court (‘rders of March and ‘pril L7, (neludin. » re-
juest ‘or a st of the refund peniinrg further judicial action. The litigatior s.s0 lovoi.»s &
clatm «ith respect to the legaiity 'f the electric rate insrease, which hecame elTective I 1305,
on the srounds “hat the increased rites became effzctive oy Court Orde: in “o*ocer 1969, 0t tha
“PEC 44 not issue an order spproviiy ssld rates until April 1§70 and thut as a resudt, ' o slec-
tric rates charged during the perio’ are subject to refnd in an acount of approxizatel, 7,7 ¥.0V,
plus (nterest woich s preseatly ro. “spatle of seteraination, for whi:i no reserre nag ' &7

provided.

&) Ir aprii 1775 the Coepas. submitted wn uppllratior to the " PAC to inirease it _lotrie
retes = not loss than $72,159,000 arnually and at the rase tize rejussted partial and irierim ce.
1lef iz the amouat of $54,689,00C arnually. Tt iz uot c¢vpected that the RIST wlon 0% Jopor the

applization or Lhe request for partial wnd (nteri: rellel artil later 'n 19T £-llwiine leovipss
and other luvestigation of the rojuests.

1 jo» Palisades Plant has teer shut iown sioce uguat 1373 tor repairs =~ rertala reaztar
vessel ini-rmal components and the steam generators of the plant. It .as thougn vt mpaira ad
been :o=pletei anl the plant woul! se retummed to service during May 1Tk, #ove er, Jurine pres
cpersticaal Lesto celing conducte ! in preparation fir start-up of the plant, thwre wers ti'c Pullures

in ore ¢ the plunt’'s two steam -uerators. This will reqilre further testing ™ 7 orepriy vhich will
farther ials the start-up. Ir ai'tion, puolis Learings may be required by the o7 lvlre “he plant
tg retirmed to ~wmerelal operstica. ‘rrimg tae peric! :f shutdown tha Compy 32 aloy ingtalle?
2291l ‘owers whlch were orizinall, echeduled to be t'ad into tne plant durbi; < LT .weed g~ 1%
ehe irss ciz months of 1976, Tha ¢t eost of replacement power, tnros vodwie 1T, LW, sanvalting 22
- caman b ank @ e N —a




s = JULUSURE fQ,

IMMEDIATELY

JACKSON, Michigan, June 27 -~ Consumers Powsr Company today report:
earnings of 31.79 per share of common stock outstanding for the 12 months endon
May 31, 197%. This ccmpared to $2.77 for the same period ended !ay 31, 1973,
and represented a decline of nine cents a cshare from earnings repcrted as of
the end of April.

Total gross operating revenues for the year ended iay 3). ware
$910,125,103, and net operating income was $117,324,517. This ccmpared to
$78h,553,027 in gross revenues and net income of 3$122,905,62L a year earlier. %
Balance for zommon stock wes $47,0u0,812 for the 12 months anded May 31, 197-, ;
compared to $70,649,578 for the same pericd in 1973.

Despite disappointing earnings, the company's board of directors

on June 25 declared the regular quarterly dividend of 50 cents a share on |
common stock payable August 20, 1974, to shareholders of record July 19, 197%.
The board also declared the usual dividends on preferred stock, all payable

October 1, 1974, to shareholders of record August 20.

The company has undertaken stringent econcmies in order %o cut
costs. These include a cut of approximately $80 million in the 197L con-
struction budget, the eliminetion of morz than 500 jobs, a toltal suspensicn
of all motor vehicle purchases, 2nd discontinuance of service building con-

struction. It has pending before the liichigan Public Service Commission an

application for permission to raise its electric rates by $72 million annually,

—d
rie
o

3

with $54 million being asked in partial and immedicte »ate reol
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¥r. A. H. Aymond, chairman of the board and president of the company
said additional capital must be attracted in order to continue construction of
additional facilities needed to meet customer demands and that the continuation
of the common stock dividend is important in obtaining such capitel. He s2id
that the beard also was mindful of the fact that holders of Consuzers PFower
common stock are, for the most part, relatively small holders, including rmany
retired persons who depend on a continuation of dividend payments for essential
incaome.

More than Th,80C Michigan residents are numbered among the company's
holders of common stock, witn he average holding being about 163 shares. 7Total
shareholders of common stock, including those residing elsewhere, number 112,k02
with averzge ownership of 233 shéres.

Of the totel 112,400 holders of common stock, 109,000 are indiviguals,
as distinct from institutions, stockbrokers, nominees, ond others. At the end
of 1973, approximately 98 percent of all holders of the company's comzon stock

owmed less than 1,000 shares.

June 27, 157%



