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Radiant sunrise finds Niagara
Mohawk transmission structures
standing like sentinels in morn-
ing mist. These 345 000-volt car-
riers cross lush Mohawk Valiey
terrain from Edic Substation to
New Scotland and represent
only a smal! segment of our *ar-
reaching upstate New York
energy network

‘ » Moymiha
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Highlights of 1981

, 4 , RPNy, . S . . Sl .
Total operating revenues 32 150,718,000 $1,777.115,000 21
Income available for common stockholders $§ 186,358,000 $ 133,201,000 40
Earnings per common share $2.35 $187 26
Dividends per common share $1.61 $1.50 7
Common shares outstanding (average) 79,204,000 71,257,000 1
Utility plant (gross) “ 985,315, 000 $4 563,309,000 9
Gross additions to utility plant $ 457,415000 $ 378,503,000 21
Kilowatt-hour sales 32 090 000 600 32 588, 000 OOO 1
Electric customers at end of year 1,361,000 1,360,000 B
Electric peak load (kilowatts) 5,616,000 5,543,000 1
Natural gas sales (dekatherms) 109 758 000 101 321,000 8
Gas customers at end of year 428,000 423,000 1
Maximum day gas sendout (dekatherms) 824,777 740,594 1 1
THE 1981 REVENUE DOLLAR AND WHERE IT WENT

39¢ Fuel for the production of electricity
and electricity purchased

| 32¢ Commercial customers 1“ Gas purchased

i ‘ | 24¢ Industnal customers
' Hegd 1

11¢ Wages, salarnes employee benefits

‘ 11¢ Income and other taxes

[ 10¢ Interest and other costs—net

| 7¢ Dividends to stockholders
| S¢ Depreciation
: =—J 3¢ Retained in business
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Our service area

Niagara Mohawk Power Corp , one of the
naton’s major imvestor- owned utilities.
has the largest and most diverse service
territory in New York State. A massive
clectric system extending trom Lake Erie
to New England’s borders, to Canada and
Pennsylvania, serves the energy needs of
1361000 customers. A natural gas svs-
tem serves 428 000 customers in cen
tral, castern and northern New York,
nearly all within the Company's electric
service arca Fwo Canadian subsidiaries,
St Lawrence Power Co. and Canadian
Niagara Power Company, Ltd., provide
clectric service to parts of southern On
tario. Other subsidiaries are Hydra-Co
Enterprises, Inc. N M Uranium, Inc. and
Niagara Mohawk Finance, NV Our cor-
porate headquarters are 300 Evie
Boulevard West, Syracuse, NY 13202

ELECTRIC SERVICE AREA

AS SERVICE AREA

o v
o .

We are pleased to report a 26 percent earn-
Ings increase to $2 .35 per share of common
stock in 1981, compared with relatively de-
pressed earnings of $1.87 per share at the
close of 1980

This substantial improvement indicates the
Corporation’s management can and will meet
the needs and interests of both consumers
and investors in today’s complex times. A key
to this effort is the continuing strict manage-
ment of costs and expenses, coupled with a
developing understanding of the Company’s
problems by regulators.

In 1981, the Board of Directors declared an
cight percent increase in our common stock
dividend, bringing the indicated annual div-
idend up to $1.64 from the previous $1.52
Dividends paid have increased every vear for
the past ten years, demonstrating our continu-
ing efforts to provide our stockholders a
proper return on their investment.

Assessing sales growth for Niagara Mohawk,
our natural gas business is most promising. In
1981, industrial gas sales climbed by an im-
pressive 24 percent over 1980, with many
customers converting from more expensive
oil. Our wholesale supplier assures us of more
than enough of the fuel to meet demands well
into the future, the result of new estimates of
available gas from varied sources. In light of
encouraging prospects — and with virtually all
Previous restrictions on gas usage now
lifted — we are examining our service area for
both customary and non-traditiona’ market
growth opportunities.

Although long-range forecasts for electric
load growth continue to remain at 1 to 1.5
percent annually, industrial redevelopment
stirrings were evidenced again in 1981 by
plans for a number of significant production,
milling and manufacturing expansions an-
nounced or initiated by industries in our ser-
vice territory

Another positive note for Niagara Mohawk
came late in 1981 when the Public Service
Commission Administrative Law Judge in our
current rate case recommended electric and
gas increases totaling $231 million annually,



or about 85 percent of the total $2735 milhon
originally requested. Items included n the
Judee's recommendation were the rasing ol
the Company's rate of return on common
cquity, the mitiation of upgraded cash-flow
considerations and more realistuce deprecia
tion allowances The recommendation also
provides for incorporation ol i separate ded
sion by the Commission in another proceed
ing that would ¢nable the Company to re
cover its investment in the Sterling Nuclear
station, for which planning ccased in 1980
when tie State Siting Board withdrew  the
permit for construction The Sterhing cost re
covery will extend over a 36-month period
starting with the general rate adjustment
scheduled for a final decision in March 1982
As this report approac hed press time the
Public Service Commissioners reached a con
sensus in support of compleung Nine Mile
Point Nuclear Unit No. 2. under construction
on lake Ontario. Following thousands ot
pages of expert testimony and arguments pre
sented at public hearings the Commisstoners
action upheld their Staft's recommendation
and the co-tenants’ position that completion
of the unit 1s warranted. The action is a major
step toward concluding the prolonged reg
ulatory proceeding that has kept a cloud of
uncertainty over the project. Cited in New
York State's Master Energy Plan, Unit No. 2
will be a vital addition to our varied clectric
gUenNeration mx, moving us « loser to the £24( val
of independence from costly OPEC oil
Creatvity and mmnovation continug d 1o
prove truttul in ctorts to improve the Corpo
ration’s strength and productivity. Hvdra-Co
Enterprises. Inc ., a wholly owng d unregulated
subsidiary, was formed as a proncering divers
sthication venture to ¢ngage 1in co-generation
and small hvdro projects; our oil-fired Albany
Steam Station was modified to burn cither ol
or natural gas; geographic regionalization of
OUr SCrvice darca was initiated to streamline
ficld operations; additional sophisticated new
computer svstems were installed: and, tor the
first ttme, leveraged preterred stock and over
scas Furobonds were sold to help keep finang
ing costs down. Further, while planning al
waivs has been a very prominent actuvity in
our business, additional emphasis has resulted
in a highly significant achievement — the Jde

Vi inpm\ nt of a« ompre hensive and integrated

Strategic |\f.|’| for guiding our managemeoent ol
the Company’s (uture

lThe vear's financing totaled $346 mallion
with proceeds appliced to construction and to
refunding $151 milhion of maturing securiies
Fowal financing is estimated at approximatcly
S300 milhor in 1982

As noted later in this report, the Corpora
tion experienced new levels ol progress in
encrgy conservation and environme ntal af
fairs. Many of our ongoing, richly diverse re
scarch ventures are now advancing toward
actual demonstration and commercial apph
cation, including a number of projects de di
cated to air. land and water quality

Important to consumers, Niagara Mohawk's
residential electric rates are still lowest of all
principal New York State uatilities and below
the national average. Servang our customers
dependable, reasonably priced ¢ lectricity «md:
gas while raising carnings to more re asonable
cquitable levels poses a constant ¢ nallenge
this we welcome ‘

A\l of us at Niagara Mohawk pledge to make
1982 a more successful vear. As alwavs \\(‘
are deeply grateful for the loyalty and ~n|\pnri‘
of our stockholders and the thousands of
emplovees whose devotion to Niagara
Mohawk results in service to consumers of

which we are justifiably proud

. }/Z '
St A >

4
n G Haeh!l Jr
Chairman of the Board
and ef Executive fi .:{
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Markets

With the rest of the nation, Niagara Mohawk's
vast upstate New York service arca was over
shadowod by clouds of CcConomic recession in

1981 However, during the year some promis

g sien I entirely new or enlarged indus
trial and commercl encergy markets appear
cd that mayv well brighten our long-range

horzons

By 1982, growth plans were announced
by a broad spoctrum of manutacturing and

busimcess firms. with at least 70 plant tacilities

Or expansion projects proposced or under

these de

In total

velopments amount to an estimated $270 mul

construction on our hines

lon in capital cetlay and will provide

cmployment and jobs for some 2 700
Largeted tor our service territory in the carly
198OS aione are: an $80-million brass mill, a
$36-million mobile radio equipment plant
$29-million liquid oxygen and nitrogen pro
duction plant, $11-million fo d processing
tacility, $8-million offsct printiig plant. $9

million ¢lectric motor factory, $9-million

small apphance production plant, $5-million
technical center. $3-million research center
and a $5S-million foundry

Morcover, at the start of 1982 the Company
mitiated a program for ultimate redistribution
of 111,250 kilowatts of so-called “replace
ment power” in the Niagara Frontier available
to Niagara Mohawk from the Niagara Project
of the NY Authority

over the

State Power Extending
next seven vears, this energy will
bring about the expansion of production
tacithities by E I du Pont de Nemours & Co
Carborundum Corp. and SKW

Niagara Falls

YHovs, all in
Construction expenditures by
these firms alone are estimated at $155 mil

lton and will require some 2,000 construction

workers and produce 200 permanent jobs

Whatever energy trends the future may

bring. Niagara Mohawk must have and will

have capacity to respond efiectively to am

|

clectrical demands. The t ming, planning and

construction of major genceration and trans

mission projects, discussed in detail on pages

Aluminum for produc-
tion of beverage cans
speeds through ma-
chinery at Ball Metal
Container plantin
Saratocga Springs, one
f Niagara Mohawk's
arger industrial cus
tomers to go on line in
‘98'- E'Y]D'(zyl-”q 230
Ball produces three mil
n cans per year, re-
juiring 124,000 MCF of
natural gas and 18 mi
on KWH of electricity

Growth and vitality are
evident in skyline view
up Buffalo's Main
Street, where concrete
rail beds have just been
emplaced for Niagara
Frontier Transportation
Authority system. In left
foreground is Mair
Place Mall, withM& T
Bank Plaza at night



Crew installs pole to
carry new 34 500-volt
line servicing Barton
Mines Corp garnet op
eration in eastern
Adirondacks Mine is
largest producer inU S
of technical grade gar
net valued as abrasive
mineral

are based upon this overriding
keved to our best growth

5 through
responsibility

mformation

Our level load growth forecast, however

continues to allow for the deterral — most
likely until the 1990s —of a proposed
850 000 kilowatt coal-fired unit on Lake Eric
south of Dunkirk
tificd by the N Y. State Board on Electric Gen
cration Siting and the Environment following
extensive proceedings and public hearings

I'he project site was cer

During the year, in an innovative move to
diversify into familiar ficlds of established
expertise, Hydra-Co Enterprises, Inc., a
wholly owned subsidiary, was formed by
Niagara Mohawk Hydra Co will specialize in
markcting and constructing co-generation
steam-clectric energy plants for industries as
well as developing small hydroelectric
projects

Co-generation entails the production of
steam for industries, with electricity as a by

product. While natural gas may serve as boiler
fucl initally (depending upon the location of
the participating industry and prevailing fucel
cconomics) coal, oil or wood may also be
used in the co-generation. Hydra-Co, not sub
ject to regulation by the Public Service Com
mission, is expected to produce financial re
turns for Niagara Mohawk while helping to
meet the nation’s objective of independence
from imported oil Its headquarters, estab
lished late in 1981, are One Lincoln Center,
Suite 1225, Syracuse, NY 13202

Impressive overall sales gains of 8.3 per-
cent over 1980 highlighted the year for Niag
ara Mohawk’s natural gas system

Applications for new gas attachments were
received from more than 4,700 residential,
725 commercial and industrial and 10 major
industrial customers. Up to 4 million MCI
( thousands of cubic feet) of gas will be used
annually by new General Electric Company
upstate manufacturing facilities and Albany
Mall will be served an additional 2.3 million
MCF. In addition, expansions by copper and
brassware, brewing, food processing, paper
abrasive products and building materials firms
will consume an anticipated 4.6 million MCH
per year

Our construction budget for gas system
improvements and facilities in 1982 totals
some $199 million, primarily for installation
of mains and service laterals. Despite almost
inevitable cost increases seen in the wake of
threatened accelerated federal deregulation,
continuing sales growth and an encouraging
gas supply picture make this an ideal, favora
bly priced fuel when matched with oil @



|Construction

Construction of Nine Mile Point Nuclear
mt No 2 neared the haltway mark toward

1OROG commercial operation as 1982 began

At a February 9 Public Service Commis-
sion meceting, a majority of the Commis
stoners rejected arguments and proposals to
thandon the 1 O8-milhion kilowatt project and
concurred with PSC Staft's recommendation
M and the cotenants’ position on the advisabil
R ity of fimishing the umit. The Commissiones
tso indicated thar the PSC will close
monitor construction activities. A formul P
 deciston s expected pending review of the
teasibiiity of tormulating a ver undetined in
centive plan that could posstb!y vary the re
turn on a porton of investment in the ui @
nssion procecdings on the matter
g widespread public attention and
news modia coverage. were to “test the con
Clusions and recommendations” of both a PS(
Statt Report and an carher, vear-long study by
an independent consulting firm retained by

the PS( it these reports indicated the

Corridor for 345,000
voit line erected south
of Syracuse to Bing
hamton area is inspect
ed as part of Niagara
Mohawk s environmen
ta! management plan
for transmission
rights-of-way. Helicop
ter speeds installation
of line and reduces im

pact of work on terrain

Nine Mile Point Nuclear
UnitNo 2. center.is
ahve with construction
activity in tt
view of Lake (
shoreline east
weqg Cranes hov
ver '?:{1'»" r.tamn
ment structure, at right
f station. while huge
ircular base to support
qQ tower i1svisible

und. Building
and stack at left are for

Vit N vice




importance of tumely completion of the unit

based on critical economic and financial cot

1

siderations and other key tactors

Niagara Mohawk and the unit's tour other
co-tenant utihities estimate its cost at $3 7 bl
hon, including construction financing.  'he
plant is expected to save up to 30,000 barrcls
of importcd oil dailly when in service, or

ibout  $900 000 daily at current oil prices

Nuclear I to power the project 1s signih
cantly lower in cost than tossil tuels

Ihe Company which serves as agent tor
construction and operation of the unit, s 41
percent owner. The other participants i it
construction and output are Long Islond
Lighting Co . I8 New York State Electnie &
Gas Corp, I8 Rochester Gas and Electric
Corp., i1 ind Central Hudson Gas & Elec
tric Cory Y
Late in 1981, a major construction mile-
stone v as achieved on Unit 2 as the reactor
primasy contaimnmmeaent concerete structurce was
finished. Present employment at the site s
3,100 and will grow to a peak of 3600 as the
project approaches completion

Adjzcent to Unit 2. Niagara Mohawk's
nuclear Unit No. |

than 12 vears of commercial service in 1981

proncot .Il!ll(\(\’ maon

Upstate New York's first nuclear develop

ment, the 610,000 Kilowatt power prodicer
was shut down temporarily in the spe
routine refuching and mactenance. In
it number of modifications were
wwove rehiabihity ind to
Nuclear Regulatory Commiassion
requiremenis. The retueling included
nent of 200 of the SOO uranmum hael
core. enough

until March 483

L nit 1 oper

HASEI(

ated continuously throughout the remainder
of the vear at almost fll capacity, breaking its

own generation records

An extensive emergency exercise, with
hundreds taking part, was conrducted in Sep
tember to test the ability of Niagara Mohawk
the State of New York and Oswego County to
respond to a hypothetical radiation-release
Nine Mile Point. The
a post-Three Mile

Nuclear Regulatory Com
<t of its kind in New York

the effort, Niagara

accident at realistic

dav-iong drill Island ¢

quirement by the
mission. was the fiy
State. For iis leading role 1
Mohawk received positive
both the NRC and the Federal

Management Agency

anpraisals trom
Emergency
coardinaror of the

overall exercise

Efforts to expand and upgrade water-
power opportunities wborever foas

the service arca conunaed through
Complcete reconstruction of the Gi

Hydro Station on the Oswego River progres
sed on schedule and by vear-end a new power
house was in place. with instailation of two
S .000-kilowatt generats units set for carhy

1982 Formerly rated at only 4,600 Kilowatts

commence commet
double 1its

'H(\“ in

SCTrvico i

rmer Capi
his project da

Other hvdro

Fiberglass pipe receives
finishing touches be-
fore installation at Ben
netts Bridge Hydro Sta-
tion on Sa'mon River
Replacement of 112
mile woode: pipeline
n service since 1913
and other refinements
improved station s
power capacity by 12
percent

edia representa
oS wer brief ng by

y at Nine Mile

mpar




f Granby Hydr

Productivity , Nweno River
WS |USt- ympiete

werh bstri

use suc

quest tor improving productiviey and ctti

weney prevails inoall Niagara Mohawk plan

ning and work assignments Many productiy
L 4

strides were achieved in 1981, vielding
OUTCC-USC IMProvements
cnhancing dependability and creating man
POWCT/ LIMC Eains
ias includes co !;xz-x-,;:(\\ n three
najor computer basced svstems through the
vear. A haghlight was installation of S00 ter
minals hinking strategic customer service lo
Cations across Niagara Mohawk territory with
Leentral customer data computer in Svracuse
Coupled with modernization of our tele
phone network, this advanced system is pro
viding upgraded technical capability to re
individual bill and service

n

nputer project will




Construction of a master contr. | center,

to be the hub of an CxensIive SYSem-widic

Encrgy Management Svstem (EMS) s ex
pected to begin in late 1982 in Syracuse In
corporating  the lates state-of the-art
technology. EMS is now well into the Jesign
stage. It will further strengthen and moder
nize Niagara Mohawk's massive trans-aiussion
ind distribution systems 1o provide 101
ceconomic power delivery to customers I he
new master contro! center will be computer
linked to smaller regional controi centers in
Buffalo. Syracuse, Albany and Northern New
York and to generating stations and substa
tions throughout the service terr “ory. Imitial
start-up and testing is anticipated mn the mad
1980s, with full-scale operadon tageted tor
1991 Some 60O remote terminal units (sen
SO devices Lo receive nd transmit data on
conditions at the vartous facilities involved)
will be installed by 1991 as a part of s L
reaching utihity concep!t

Computers also will be hinked to remote

telemonitoring instiuments at the fac tlities of

wout 0 of our large. dual-fucl gas customers
ind <1l form the heart of a new Gas Load
Yianagement ( GLM) program begun in 1981
G101 controls gas usage by these customers
by requiring them through a reimburseiment
plan to switch temporarily from gas to their
secondary fuel at periods of high demand on
the overall gas system, normally during severe
cold spells. By redecing peak demand. not
only 1 he cost of gas held down and the
rebabiiity s delivery maintained, but the
need tor sdditional future gas tacilities, with |
their associated costs, s ninimized. Niagara
Mohawk and all of our consumers benctit

from tnis cost-cttective, productivily orented

concept, the only program ol its kind con
ducted by a New York State utility i

Fuel conversion to natural gas at our Al
bany Steam Station was accomplished by
November, equipping the plant with dual-fucl
capability to switch guickly back to oil when
necessary during winter periods of high de

mand by our gas customers. The PSC oap

i o —— v
. —— =



proved a proposal by the

| Corporation to re

cover through July 1982 the approximat:

making the conversi

milhion in savings. considerin

of gas versus imported « re expected i

this period from the moedificalion tor a net

reduction of energ. Costs to consumers of
some S135 muilhon. Regulatory approvals to

extend the gas supply contract bevond July

1982 als

sought

The Co - m's Productivny

Department continuces to broaden its respon

stbhilities ‘[\;w\ ing industrial engineering and

behavioral sciences. the Department acts as

an in-house “consultant” wherever need

h(};s increase ctticiency and output. During
the vear, productvity planners were cal

upon to streamhbne oevervday administration
of natural gas opcrations

- il

Ind customie

vices, with positive results

Practical technical know-how, «




plant's five tuel storage tanks, with capacites
up to 16 mulhion gallons of heavy residual oil
were completely covered with toam-type in
sulation and aluminum panching 1in 1981
Costing shghtly over 81 million, the project
has helped to case operation of plant boilers
by stabilizing tuel temperatures in the huge
tank structures, openly exposcd to bitter cold
and galetorce winds off Lake Ontario. Pay
back (in terms of encrgy saved ) for the rotal
insulation job costs required only four
months. This measure was unique because of
the size of the tanks

\ turther ;\fwhn uvity and cost-cutting in
novation entatled conversion of 80 vehicles in
Naagara Mohawk's motor fleet to operate on
CNG) or
gasohine. First imitiated on a trial basis in 1980

cither compressed natural gas

this c¢ttort has provided annual savings of
more than 63500 gallons of conventional
motor tucl As an environmental measure
CNG also lowers emission levels. The Com
pany plans major expansion of CNG through

out its flect B

A B AR S IS AR
Research

1982 will be a threshold year in Niagara
Mohawk energy rescarch programming as
select new technologies advance from
laboratory testing to actual ficld demonstra
tion, where their commercial potential will

be tried

At the R&D forefront is an experimental
flue gas desulfurization (FGD) plant
scheduled to begin prototype operation in
spring 1982 at the company’s Huntley Steam
Station at Tonawanda, near Buffalo

I'his jointly sponsored five-yvear experi
ment, costing up to $55 million, with Niagara
Mohawk's she ¢ at 85 million as part of its
rescarch and development programs, involves
cquipment supphiers, New York State utilities
and government agencies. It is designed to
demonstrate a technology to enable large
power gencrating plants to burn low-cost
high-sulfur Eastern coal to produce electricity
virtually without adverse air, land or water




impacts, most notably sulfur oxide emissions

he only significant byvproduct is pure sulfur

1 markctable clement in sharply growing de
mand, 1in contrast with troublesome waste
slurry byproducts resulting from other fluc
desulfurnization processes. Bo sum
ind the ronment will
cd fue an
rescarch
trom-the-sun
| OUr SCrvice

1981 With encergy




SCdarch

o thie
rrectional i
rgy COnsery
institutional ap
wlern town hall

ind a Ballston Spa school

\ ncar-future alternate-energy prospect
ve R&D tor v

thoer utiiey

\1|[\PI\
nvironmental
O some S100

Manmy

..‘\11. s/satelhite

\\I\|l.l\
d tiber
R&D, expanded in 1981, are
house assignments. The

ite experiment. the first

i utthity, could prove ben

reducing the Company's operating
apenses, if successtul

W also are pdaruacipating in ventures with
other utilities ‘ nment and industry
groups such as the nationwide Electric Power
Rescarch Institute, Empire State Electric
Encergy Rescarch Corp and N Y. State Energy
\uthority B

Rescarch iind Development

RS ST e S AN B A A TR
Consumer relations

Anotheor i positive programs doedicated

to helping HCLOres of Customers wis rg

corded in 1981 by the Consumer Relations

Department

A Home Insulation and Energy Conserva-
tion Program wus introduced as required by
the Public Service Commussion in 1981, mod
Encrgy Audits in ¢

Avimed at

mg our former Home

it

fect since the 19708 restdential

consumers with up to four-tamily homes, the
broadened program features thorough, free
of-charge inspections by trained specialists of

imsulation and overall weather-tightness as

well as turnae boiler and water-heating

cquipment. Recommendations tollow the in

spections, with estimates of costs for and say

ings resulting trom the various energy con

servdabtion l"ll‘l“\( maents. Consumers also re

COIvVe d hist ot .qi‘l\lw\(\‘ contractors in their

arca and low-cost loans with liberal repay

ment terms are made available through the

Progr m




I'his and

CHCrey .

other Company-sponsorcd home

onscrvation programs were widely

pubhicized and advertised throughout the

Ul media in our service arca. In 1981

promotonal emphasts began on the advan

LS (

it modern heat pumps and solar-assisted

water heating systems, both new energy op

L1OnNs

in upstate New York environs, Intorma

ton tools consisted of a wide selection of dis

plavs and exhibits, bill enclosures, brochures

othcr printed materials, motion picture

nd ide shows, television tapes and

Speakers Burcau presentations to hundreds of

ALons moctng across the service ter
}

ritory. Additionally windreds of customers

imtended dot urscit encergy conservation

W orkshops

To mainiain sensitivity and alertness o

blems and help them with
nbher of direct cus
y be popular. These
Budgct

Ll

Support, Home Service Calls and Winter Re

ferral Programs. SCnior consumers are Jd Spe

cial concern and the Corporation continually

scoks better

wavs to casce their energy bur

dens The Consumer Advisory Council on

Encrgy Affairs, with 26 non-Company volun
Noew

continuces to ofter valuable in

teers representing all
York State life

wilks of upper

sights and guidance in programming to help

respond to such specialized customer groups

and community neceds

At iadustrial and commercial customer

levels, our wetion Pro

Encrgy Management
gram grows more and more popular. Consist
ing of hive-day classroom sessions on improy
load
classes marked another suc

1981

ing lighting demand and

monitoring. the

cnergy

COSS year in Attendance totaled some

100 representatives trom varied industrial

and commercial tirms and institutions on
Niagara Mohawk lines. Of six awards ftor ¢x

National
presented
New York EMA alumni for energy

managoemaoent

cellence granted annually by the

Electritication Council. two were
Lo upstate
practices learned in these
Companv-sponsorcd seminars

Late 1in 1981, several customer services
were realigned under one vice president. The
transter resulted from a growing number of
services now available to customers and neced
to strengthen communications with allied

rate, accounting and regulatory ope rations

TOTAL GENERATING
COSTS: FOSSIL FUEL
VS. NUCLEAR

MONTHLY RESIDENTIAL ELECTRIC COST FOR 500 KILOWATT-HOURS

New York City
NY Stats Avg. (not including NM)
Boston. M2,
Newark, NJ
Hartford, CT
Philadeiphia, PA
Cleveland, OH
Los Angeles, CA
National Avg
Portland, ME
Nisgara Mohawk

48.61
46.81




People

In ongoing cfforts to Kkeep in step with the
changing times, 1in 1981 senior management
and the Corporate Planning Department con
ducted a series of formal assessments of the
many critical issues expected to influence the

Company’s direcuon and operations

These evaluation sessions formed the
basis for an extensive Corporate Strategic

Plan in which management excellence, unity

ol purp and willingness to apply new con
cepts an mplement new actions to iMprove
Niagara Mohawk's future were established as
standards. In addition to the

ISSUCS, assump

tions on future trends and developments
were used to formulate objectives, strategics
tasks

ind specitic Milestone

goals provide
measurement gaidelines to “strengthen Niag
ara Mohawk’'s ability to tulfill obligations to
stockholders, customers, emplovees and the
soctal communities in which it does busi
NCSS responding to changing environ
ments while providing direction and integra
ton vital to mecting needs of the business
cnvironment ' nder continuing develop
ment in 1982, the Plan will provide a master
blucprint tor Niagara Mohawk’s futur

In the same spirit, following comprehen
sive studies, the Company is gradually imple
menting a regional management conceplt
starting late 1in 1981 when the Svracuse and

Oswego arcas were combined into the Cen

tral Region and the Watertown and St Law

rence arcas were merged into a newly estab

lished Northern Region. By carly 1983, the

rcorganization will be accomplished in tull
with a total of cight regions, compared with
what previously had been 13 separate arcas
tor many vears. The six other operating re
gions will be designated Capital
Mohawk Valley

Southwest

Genesce

Frontier., Northeast and

I'he Corporation’s Training Department re

corded another productive vear in 1981, with

i*"["l'\.\ n it iement .11\\1”[\'!2(%( ind

\ program r supervisors at tossil-tired

e stations s scheduled

1982 | n with Clarkson College

Institute. At the

tormal training program — first

Management same time, a
of its kKind —1s
NCwW customer

planned tor accounting and

consumer relations supervisors, with assis
tance ftrom \1.|1I.|L:( meoent Svstems & Services
Also, an mnovative Problem Analvsis and
Decision-Making Process Program initiated in
1981 will be broadened in our ongoing man

agement training curriculum

In management and personnel develop-
ments of note, John J
dent of emplovee

tired at the

Ehlinger, vice presi

relations since 1970, re
vear-end with 45 vears of dedi
Mohawk. M

Ehlinger was active in many professional and

cated service to Niagara

business organizations, particularly in the
ficlds of industrial and labor relations

At the Niagara Mohawk's
total work force numbered 9900, about the

outset of 1982

same as in the late 1950s when there

Wore

333000 less customers, considerably fewer

utility plant facilities and electric peak load

was 41 percent less than todayv. A two-vear

)

labor contract with 12 locals and Svstem

Council U-11. International Brotherhood ot
1082

78 per

Electrical Workers, expires on May 31
\pproximately 7700 emplovees or

cent of all emplovees are affected by the
dgreemoent

I'he Emplovee Savings Fund Plan is sub
scribed to by 6,820 or 75" of all eligible per
sonnel. Emplovees allocate from 2% to 6% of
wages toward purchase of common

stock or LS

theur

Government Bonds. The Com

pany matched emplovee contributions by
50 or $4.124.308, in 1981. The Plan holds
8.291.059 shares or 10°% of the outstanding
common stock. In addition, emplovees may
make unmatched contributions of up to 4% ot

their wages

Many stockholders have joined the As-
sociation of Investors in New York
Utilities, Inc. ( AINYLU). a torcetul stockhold
cr organization formed three vears ago (o
protect the

financial integrity of uutlines to

assure continucd supply of power at reasona
ble cost to consumers and at reasonable profit

AINYL

rapidiy

LO OWNers s membership rolls have

grown since its formation and the
group is becoming increasingly influential in

utithitv-ortented government attairs and legis
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Participation in the Company’s Dividend

Reinvestment and Stock Purchase Pl

i Con
both
I he

result

N laws

1982 in

registered

bram information and service

to stockholder account matters

toll-tree number established in

r their corvenience 1 + 800 962

Sharcowners living clsewhere

4

in the

conumental Umited States mav call 1 +800

Svracuse, NY . arca securiny

1511

FA8-S5450. whilc

holders may dial 4 extension 1983
In the first vear singe IS inception
In-the-Kknow” Stockholder Intor
mation Program has met with enthusiastic

SPONSG

\‘.l;_;.:l |
Mohawk's

re
This program. designed to supple
ment mtormation provided in the quarterly
and annual reports, 1s available to all share
by writing or callin ur Sharcholder
Services Department Fric

West, Svracuse, NY

holders

Boulevard




Market price of common stock
and related stockhoider matters

\,4‘-‘!,,”": er
The Company presently
the 1981 a 65 fthe

K dividends are

therefore not taxable
[ me tax purposes. The remain
vidends and
» taxable

as divige

Tt ble below shows dividends per share

.1”,41 the
preferred and

d have been

ring the (

] mpany s

mortgage debt s that surplus shall be
reserved and held unavailable for the payment

f dividends on ymmon stock to the extent
that expenditures for maintenance and re-
pairs pius provis

)5 f

ns for depreciation do not

equal jepre property as de-

fined h provisions have never restricted
the

At nd, about 210,000 stockholders

f Niagara Mohawk and

000 hol¢ rred and preference stock

The chart bel

W summarizes common Stock-

wnersh p by size v h ding

Management’s discussion and
analysis of financial condition
and results of operations

esults of operations
lagara Mohawk's earnings in

were

32.35 per share, up $.48 from 1980, $.35 above

979, and $.46 above 1978 earnings, with

fewer shares St 3 nain each of the earhier

vears

The substantial improvement in the Com
pany s earnings per share for 1981 from 1980
ame primar'ly from rate relief granted In
March 1980 and 1981, and increased electric

gas sales to ultimate nsumers 0.4%

J

resped tively However ‘i“f‘*;'d’.'r“;}

expenses including depreclaucn increased

and Federal ir

16 reducing the impact W the

. 4

ne and ther taxes in-

1 revenues In addition Qly\",\ ing




Electric revenues

Class of service
28.1% 19.5° 1.5%
33.6 24 .8 0.6
25.0 24.9 (0.6)
1.8 15.2 (2.6)

88.5 22.9 0.4
8.0 29.0 6.5
3.5 248

100.0° 23 .4° 0.9%

Gas revenues




AVERAGE CO

FUEL BURNEI

N "

34.00
TON OF COAL 30.84

UNIT COST OF GAS
PURCHASED

259 266

primarily a8 butable to

Gas sales were 109.8 million dekatherms in 1981, an 8.3% increase from 1980 and 13.6% from

1979 (see Electric and Gas Statistics

years generally follow the weather pattern

1981

1981

Class of service

51.6% 6.1%

239 15.3

20.7 28.5

96.2 12.6

3.2 2.5

6 21.2
100.0% 12.3%

In summary, total operating revenues In-

creased $871 million, or 68 over the three-
year period, largely representing recoveries of
fuel and purchased gas costs through fuel ad-
justment clauses and increased rates
Through the energy and purchased gas ad-
purchased

power and gas purchased, above or below the

justment clauses, costs of fuel
levels allowed in approved rate schedules, are
billed or credited to customers

On March 12, 1981, the PSC approved rate
increases to provide the Company additional
annual revenues of $161.286.000 (11.0%) for
and $16.918 000 (4.1%) natural gas
These new rates became effective March 18
1981. The PSC had approved in 1980 rate in-
creases providing additional annual revenues
of $122,577,000 (11.5%) for electric and
$3,263,000 (1.0%) natural gas. The 1980 rates
were effective March 7. 1980

Further rate action, made necessary by con-
tinuing inflation, high interest rates and the
need to increase cash flow, was requested on
April 16, 1981 when the Company filed for an
annual increase of $273.4 million, including
$245.7 million (14.0%) electric and $27.7 mil-
lion (5.5%) gas. In December 1981, a PSC Ad-

electrn

Average cost per

Ton of coal burned (doliars)
Barrel of

Kilowatt-hour purchased (milis)

burned (aollars)

During 1981, in an effort to minimize such
fuel cost increases, the Company converted
its Albany Steam Station to burn natural gas
as well as oil to enable utilization of lower cost
fuel supplies. The cost of this conversion

(about $7.500,000) is being recovered on an

Gas Sales appearing on page 36). This increase is
ndustrial sales which increased principally as a result of boiler conver-
sions from oil to gas. The changes in residential and commercial sales during the last three
ffset by customer conservation efforts. Changes in
gas revenues and dekatherm sales by customer group are detailed in the table below

1.1%
10.5

23.9

8.6
3.6

8.3%

ministrative Law Judge recommended rate in-
creases of $209.2 million (11.4%) electric and
$22.3 million (4.3%) gas or about 85% of what
the Company had requested. Because of the
nearly year-long regulatory process for any
rate proceeding, any increase determined by
the PSC will not be reflected in the Company’s
operations until March 1982

In 1981, fuel and purchased power costs |
continued to increase sharply, from $411 mil- §
lion in 1978, to $540 million in 1979, to $644
million in 1980 and to $840 million in 1981
The continued increases result primarily from
higher coal, oil and purchased power costs E
an2 changes in the mix of generation re-
sources. The Company's Nine Mile Point Nu-
clear Station Unit No. | was out of service for
several months in 1981 and 1979 for
scheduled refueling and maintenance requir-
ing the replacement of this relatively low-cost
nuclear generation with fossil fuel generation
and purchased power. (See Electric and Gas
Statistics—Electricity Generated and Pur-
chased appearing on page 36.) The following
table summarizes the Company's average fos-
sil fuel and purchased power unit costs

1981

$47 44
$30.84 3 72 $12.58
18.1 _, 88

accelerated basis from a portion of fuel cost
savings through Juiy 1982. Fuel cost savings
in excess of capital costs recovered are being
passed on to customers through the fuel ad-
justment clause

The total cost of gas purchased, net of re- ]
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134 141 129 126 131

PREFERRED ‘

355 369 380 394 412
GCOMMON EQUITY

511 400 491 80 457

LONG-TERM DEBT

EXTERNAL

Savings Fund and Employee Stock Ownership

plans. At the 1981 annual meeting, the share
holders approved a 40 million share increase
n the number of common shares iuch the
mpany 1S authorized t
In addition to the $86.000.000

under the revolving credit and term loan

) ISSUe

yutstanaing
aqreements the Company mpleted
$335,963,000 of financing during 1981 as de
tailed below. Short-term debt remained at the

1980 level of $123.3 million

Approximately $151 million of these funds
was used to pay maturing bonds and to pro-
ide for sinking fund requirements on existing
Total financing for 1982 is esti-
Of this

amount, requirements for maturing debt and

y
blhigations
mated to approximate $300 million

-

sinking funds total approximately $16
miion

The company has engeavoredag L

strengthen its capitalization structure through

the reduction of
f total capit

term debt to

from 49 1

long-term debt as a percent

The proportion of iong-

nitalization has decreased

of 1979 to 45.7% at the

end of 1981 while common equity as a percent
tal capitalizati has

at the end of 1979 to 41.2% in 1981

it the ena

creased from

<
nstruction ana ther

{ capital require-
ntinue to increase. Net additions for
and nucliear fuel. excluding
taled $385.5 million in 1981

1980 and $316.9 million in

the largest cost compt

)grams has been the

The nly new

usted for non-cash expenses, such as depre

~e § .
t \ ) > ~d deo
,Y':‘<” n 6 r Ul '.’i' Ut A{' =) it

siation, amc

ferred income taxes, and non-cash income

such as AFC. AFC represents the financing

osts of the Company's construction program

and is added to the cost of construction untii
such time as the capital projects are com-
pleted, and is then recovered through depre-
ciation included in rates charged to custom-
ers. As previously discussed, the Company
suspended accruing AFC on its investment in
NMU, based upon current regulatory restric
tions on the cost of NMU uranium recovered
from customers and based on currently de-
pressed uranium market conditions. Although
the investment in NMU, which approxir.ated
$84 500,000 (including inventory with a mar-
ket value of $18,300,000) at December 31
1981, is not material to the financ:a'! position
of the Company, a l0oss could be sustained
through the term of operations of this sub-
sidiary (see Note 3 of Notes to Consolidated
Financial Statements)

While financial resources from operations
as determined above, have been increasing In
recent years, such increases have not kept
pace with the Company's construction and
other requirements, thus necessitating in-
creasing amounts of outside financing. Dur-
ing 1981, the Company began funding most of
its disbursement as checks are presented to
the banks on which the checks are drawn
Previously these disbursements were funded
on a current basis. At December 31, 1981, the
amount payable on outstanding bank checks
was approximately $50,000,000. The Company
and other investor-owned utilities have filed
testimony with the PSC to seek generic reg-
ulatory policy changes which would improve
cash flow and decrease the need for outside
financing. Additionally, the Company is seek-
ng adequate overall earnings leveis and cash
flow improvements in its periodic rate filings
Although not significant in 1981, adoption of
new tax depreciation rates prescribed under

ynomic Recovery Tax Act of 1981
and the full normalization require-
ments thereunder, are expected to pr
reased future cash flow

The Company's requirement for funds may
be affected by possib'e increases in construc-
nflation and reg-

yther factors

brought on Dy
raments

creases jenerated

n to the

i partly on the results

ases and the extent

transliated

1d avaiia
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Consolidated statement of income and retained earnings

1981
Operatinrg revenues
Electr $1,719,933
Ga 430,785
2,150,718
Cperating expenses
582,033
257,788
292,863
258,124
118,331
102,536
53,043
214,624
,879,342
Operating income 271,376

Other income and deductions

s 0. 48,281
19,548

9,598

77,427

Income before interest charges 348,803
Interest charges

ntereat

131,146
20,623

(23,609)
128,160
220,643
34,285
186,358
127,781
58,577
430,179

$ 488,756

Average number of shares of common
stock outstanding (/1 th ind

ble pe
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Consolidated balance sheet

1981
ASSETS
Utility plant, at origina t(Notes 1 and 3 $4,985,315
ess accumulated depreciation and amortizatior te : 1,348,738
Net utility plant 3,636,577
Other property and investments 42,130
Current assets

8,259
195,957

149,102
51,742
8,956
414,016

Deferred debits
namortized debt expense 16,029
verred recoverable enera 50.477
16,703
33,209
$4,175,932

CA?ITALIZATION AND LIABILITIES

A

Capitalization (N
$ 83973

895,804

(10,599)

488,722

1,457,934

254,748

210,000

) t 1,619,369
Total capitalization 3,542,051

Curre: tliabilities

123,330
9,250

7,450
165,354
50,358
4769
23,343
36,340
18,367
34,080
5814
478,455
Deferred credits
f 4 ax retunds (Note 9 9.943
jated refunds t tomers (Note 9 16,418
. Nnte Q 112 544
16,521
155,426
Commitments and contingencies (Note 17 —

$4,175,932

AN

A
A




Consolidated statement of changes in financial position

FINANCIAL RESOURCES WERE PROVIDED BY
Operations

$220,643

102,536

(71,890)
37,427

19,734
308,450
Outside financing:
Sale of common stock 101,313 75,266
, ¢ preferred stock 58.000
rtgage bonds 113,650 56 118,500
1g-term notes payable 67,000

6,000
30 58 040
345,993 06,93 251 806

Other sources

Deferred recoverable energy costs 11,362 1 ) (16.204)
Mandated refunds to customers | e9) (10,445)

In me tax refunds 9,943
Other investments (23,349)

rease) de \&
ther than sh { OV (74,949)
. ous (ne (70R)
(88,146)
Total resources provided $566,297

FINANCIAL RESOURCES WERE USED FOR
nstruction additions $439,418
r fue 17,997

(71,890)

385,525

J 9,530
Reduct £ rred ar

preference s ‘ e ! 9,176

Dividends 162.066

Total resou: es used $566,297

(Increase) decrease in working
capital other than short-term debt

Cast $ 5570
c nts re t 2,193
(41,594)
{3,567)

(133,250)

20478

50,358

(972)

23,644

2.1

$(74,949)




Notes to consolidated
financial statements

NOTE 1. Summary of Significant Accounting Policies

1961

411,098 69
248,836 5
420,654 8

71,198 1
833,529 17
$4,.985315 100




costs, nuclear generating plant decommissioning costs and on
certain other items. as approved by the PSC (see Notes 3 and 9).
No deferred taxes are presently provided for other depreciation
differences (including accelerated methods of depreciation).
except under necessity certificates in prior years, or for other
items (such as taxes, a portion of AFC. pensions and certain
other employee benefits) which are deductions currently for tax
purposes but capitalized for accounting purposes.

The benefits resulting from an increase in the investment tax
credit from 4% to 10% and from the change in the limitation on
the amount of credit which riay be claimed in any year have
been deferred and are being amortized over the book life of the
property which gives rise to such credits. One-half of the 4%
investment tax credits realized have been allocated to Other
Income and Deductions, consistent with PSC directives. For the
projects specified in the AFC section above, the imputed tax
penetit of the borrowed funds component of AFC has been cred-
ited to Other Income and Deductions.

As directed by the PSC. the Company deferred a portion of the
increase in Federal income taaes for the year 1978 associated
with the tax gain on the sale of a portion of its interest in the
Roseton Steam Station The PSC authorized the Company to
recover such increased taxes through its electric adjustment
clause over a one-year period commencing July 1978.

Oswego Steam Station Unit No. 6 attained in-service status for
Federal income tax purposes in 1979 and generated investment
tax credits amounting to $14,400 000. During 1979, the year in
which these credits would normally be recognized under the
Company s previously described Federal Income Tax account-
ing policies, the Company deferred the full amount of these
credits. subject to the final decision of the PSC in a then pend-
ing rate case where the treatment of such credits was at issue
The effect of such deferra! on the 1979 results of operations was
to increase tax expense and thereby decrease income by
$6 500000 ($ 10 per share). In accordance with a 1980 PSC
Order and consistent with the Company s 1979 deferral, the de-
ferred investment tax credits attributable to the 4% portion are
being amortized over three years and the additional 6% portion
is being amortized over the book life of the plant

During the year. the Company adopted the provisions of the
Economic Recovery Tax Act of 1961 (ERTA). The mos* signifi-
cant provisions of ERTA, as it affects the Company ¢« Federal
income tax policy. are a shortening of tax depreciable lives
through use of the Acceierated Cost Recovery System (ACRS)
and full normalization of book and tax depreciation timing dif-
terences and investment tax credits for 1981 property additions
Included in ERTA were certain transition rules which allowed a
delay in adopting mandated normalizaton requirements for fi-
nancial accounting purposes until the first rate order sub-
sequent to enactment of ERTA However, the Company has de-
ferred the tax benefits associat. 4 with the difference between
depreciation provided under the previously allowed class life
system and ACRS. The deferral of such benefits, which are not
significant, is consistent with a Statement of Policy issued by the
PSC

Amortization of Debt Issue Costs: The premium or discount
on long-term debt issues is amortized ratably over the lives of
the issues

Pension Plans. The cost of pension plans is based upon cur-
rent costs, amortization of unfunded past service benefits over
periods ranging from 15 to 40 years and amortization over 15
years of unfunded past service benefits arising from plan
amendments. The Company's policy is to fund pension costs
accrued

NOTE 2. Depreciation

The total provision for depreciation, including amounts charged
to clearing accounts, was $104.084 000 for 1981, $93.848,000 for
1980 and $86.178.000 for 1979 The percentage relationship be-
tween the total provision for depreciation and average depreci-
able property was 2 8% in 1981 and 2.7% in 1980 and 1979. The
Company makes depreciation studies on a continuing basis
and, when considered appropriate, adjusts the rates of its vari-
ous classes of depreciable property Such adjustments are sub-
ject to PSC approval.

NOTE 3. N M Uranium, Inc.

During 1976, through a wholly-owned subsidiary, N M Uranium,
Inc. (NMU), the Company purchased a 50 percent undivided in-
terest in uranium deposits and associated mirning equipment to
be held by a jointly-owned mining venture. The venture is an
operating arrangement whereby the Company pays its share of
the capital and operating costs and in turn receives its propor-
tionate share of production. Although acquisition of this interest
was made primarily to provide a more assured future supply of
nuclear tuel for the Nine Mile Point Nuclear Station Units No. 1
and No. 2. the Company has previously sold a portion of the
output to reduce net assets. During 1981, the Company did not
sell any uranium produced by NMU while in 1980 such sales
totaled approximately $14,000.000. The investment in the sub-
sidiary, which includes costs incurred since acquisition and AFC
accrued through March 31, 1981, has been reduced by the pro-
ceeds from the sale of uranium, net of tax and is included in the
consolidated financial statements as part of the nuclear fuel
component of utility plant (See Note 1 of Notes tc Consolidated
Financial Statements). Such investment (including inventory
with a market value of approximately $18 300,000 at December
31, 1981 and $6,100,000 at December 31, 1980) totaled
$84 500000 at December 31, 1981 and $73.800,000 at December
31, 1980

On September 8. 1978, the PSC issued an order approving the
Company's investment in NMU_ its guaranty of certain NMU
notes and permitting. with prior approval, such subsequent ad-
vances as may be necessary to finance the uranium prcject.
Further, effective July 1, 1978 all benefits associated with NMU
accounting-tax timing differences have been deferred. The ap-
proval was subject to the condition that rates which the PSC will
approve in the future will reflect the cost of NMU uranium at the
lower of cost or the market price. Subject to PSC approval, the
comparison of cost to market will be on an aggregate basis over
the life of the project

Recently. because of unsettled conditions in the uranium in-
dustry, the market price of uranium has been below levels an-
ticipated by the Company at the time of its investment. The mar-
ket price of uranium has fallen to $23 50 per Ib. at December 31,
1981 from $27 00 per Ib. at December 31, 1980 and from approx-
imately $43 00 per Ib. during 1979 Management is continually
evaluating the status of this mining operation to assure
maximum recovery of the Company s investment. However, due
to regulatory restrictions on the extent to which the _osts of
uranium produced by this mining operation will be allowed in
future rates and considering the current market price level, a
substantial portion of the Company s investment may not be
recoverable Accordingly. the Company suspended accruing
AFC on this investment as of April 1. 1981 Due to the uncertainty
of future uranium market prices and operating ~osts over the
remaining productive life of the mine and of the period of utiliza-
tion of the mine s output (through 1990) the potential loss. if any.
cannot be reasonably estimated



NOTE 4. Short-Term Debt and Comipensating Balances

At December 31, 1981, the Company had available $302.250,000
of bank credit arrangements consisting of a $70.000,000 con-
tractual commitment with several banks under a Credit Agree-
ment, lines of credit of $107 250,000, and a Bankers Acceptance
Facility Agreement of $125,000,000. All of these arrangements
are renewable on an annual basis. The Credit Agreement and
certain of the lines of credit require the Company to maintain
compensating balances which are averaged over time Cash
representing compensating balar e requirements was not sig-
nificant at December 31, 1981. The Company has elected to pay

facilities and to purchase, or otherwise arrange for, the disposi-
tion of the facilities upon the termination of the Trust. The Letter
of Credit Facility and Revolving Credit Agreement of OFT re-
quire payment of fees which are based upon the amount of
commercial paper outstanding

The following table summarizes additional information
applicable to short-term debt

In thousands of dollars

1981 1980
tees in lieu of maintaining compensation balances on its other — Tl L T S e S, .
lines of credit The Bankers Acceptance Facility Agreement, g’hg'n'cf:r::"; :bt
which 1s ysed to finance the fuel oil inventory for one of the Notes payable . ‘ R - $ 26.000
Company's generating stations, provides for the payment of fees Commercial paper. mcluamg Oswego
only upon the 1ssuance of each acceptance. Facilities Trust . 72,330 57,300
In March 1979, the Company entered into arrangements with ?g@g{.{{q@tjn@_; i s e . 50000 40,000
Oswego Facilities Trust (OFT) providing for OFT to finance the $123,330  $123.300
acquisition of a fuel oil storage terminal at Oswego. New York Weighted average interest rate(7) 13.27% 17.53%
and for construction of certain railroad loading and unioading For year endad December 31
facilities associated with the terminal. OFT has a $25,000,000 Daily average outstanding $116,230 $ 93327
Letter of Credit Facility and Revolving Credit Agreement which Daily weighted average interest rate(1) 16.29% 13.78%
are used to support its commercial paper obligations. The Com- _Maximum amountoutstanding ... .. . $203,430  $175660
pany is obligated to make certain payments for its use of these (1) Excluding compensating balances and fees
NOTE 5. Capitalization
CAPITAL STOCK
The following table summarizes the shares of capital stock authorized, issued and outstanding:
December 31 1981 1980 1979
c«nmm $1 parvalue: Authorized 125,000,000(a) 85,000,000 85,000,000
Issued and outstanding . . . ... 83973252 75231144 67,952,043
Preferred stock, $100 par value: Authonzed 3,400,000 3,400,000 3.400,000
Issued and outstanding . . A 3,199,980 2985240 3,026,000
Preferred stock, $25 par value: Authonxod $,600,000 9,600,000 9,600.000
Issued and outstanding ... . EELTPeS 5008000 3754000  2.800.000
Preference stock, $25 par value: Authorized 4,000,000 4,000,000 4,000,000
Issued and outstanding : 1080000 1220000 1360000
{a) In May 1981, an increase of 40 million shares in the authorized shares of common stock was
approved by shareholders
The table below summarizes changes in capital accounts for 1979, 1980 and 1981:
Norn-redeemable Redeemable Redeemable
preferred preferred preterred Capital stock
Common stock stock stock stock premium and
($ par value) \5100 par value) 31 OOQar value) l$250d'\l”ﬂu9l expense (net)
Shares Amoum' Shd es Amo\mt Shd'Es Amow" %hmes AmoUm Amoum
Balance January 1, 1979 62180277 $62.180 2 100, 000 3210000 964,000 $96 400 4.160.000 3104 000 $635. 901
Sales in 1979 3,500,000 3.500 41,154
Issued to benefit plans in 1979 2.271.766 2272 28,198
Redemptions ~ (38.000) (3.800) B . 575
Balance December 31 1979 67 952,043 67952 2100000 210000 926.000 92600 4160000 104,000 705 828
Sales in 1980 4 000 000 4 000 1,020.000 25.500 50134
Issued to benefit plans in 1980 3279.101 3279 35998
Redemptions (40.760) (4,076)  (206.000) (5.150) N
Balance December 31, 1980 75231144 75231 2100000 210000 885240 88524 4974000 124350 792,591
Sales in 1981 5.000.000 5.000 250,000 25000 1.320.000 33.000 51,706
Issued to benefit plans in 1981 3742108 3742 40 049
Redemptions (35,260) (3.526)  (206.000)  (5.150) 859
Balance December 311981 83973252 $83973 2100000 $210,000 1099980 $109.998™ 6088000 $152.200"  $885.205
*In thousands of doliar
*Includn ] Sinking tund req emen Jun with 2 yea
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NON-REDEEMABLE PREFERRED STOCK (Optionally Redeemabie)
The Company has certain issues of preferred stock which provide for optional redemption as follows

Redemption price per share
(Before aading accumulated dividends)
In thousands of doflars Eventual

At December 31 1981 1980 19746 December 31, 1981 .+
Preferred $100 par value:
3 40% Series. 200,000 shares 20,000 $ 20.000 $ 20.000 $103.50 $103.50
3 60°% Series: 350.000 shares 35,000 35,000 35.000 104.85 104 85
3 90% Series, 240 000 shares 24,000 24 000 24,000 106.00 106.00
4 10% Sernies. 210,000 shares 21,000 21,000 21,000 102.00 102.00
4 B5% Series: 250.000 shares 25,000 25.000 25,000 102.00 102.00
5.25% Series; 200.000 shares 20,000 20.000 20.000 102.00 102.00
6 10% Series. 250,000 shares 25,000 25,000 25,000 103.00 101.00
7 72% Series. 400,000 shares 40,000 40000 40,000 107.37 102.36
$210000  $210000  $210.000

MANDA TORILY REDEEMABLE PREFERRED STOCK

The Company has certain issues of preferred and preference stock which provide for mandatory and optional redemption

as follows
Redemption price per share
(Before adding accumulated dividends)
in thousands of doliars Eventual
At December 31 1981 7 December 31, 1981 . um
Preferred $100 par value:
7 45% Series; 510 000. 528 000 and 546,000 shares $ 51,000 J $105.53 $100.00
10 60% Series. 339 980, 357 240 and 380.000 shares 33,998 ; 110.60 102.65

12 75% Series: 250 000 shares 25,000 (a) (a)

Preferred $25 par value:

B 375% Series. 1.600.000 shares 40,000 26.76 2500
9 75% Seres, 1.068 000. 1.134 000 and 1,200,000 shares 26,700 ! 26.80 25.00
9 75% Series (second). 1,020.000 shares 25,500 2500
12 25% Series. 700,000 shares 17.500 28.06 25.00
12 50% Series, 620000 shares 15,500 25.00

Preterence $25 par value:

7.75% Series. 1.080,000, 1,220,000 and 1.360.000 shares 27.000 30,500 34000

262,198 212874 196 600
7.450 £,950 6,950

Less sinking tund requirements - 7.450
$254,748

_ 8205924 $189650

{a) Entite issue to be redeemed at par value of $100 per share June 30, 1991
(b) Not redeemable until Apn! 1, 1983

These series require mandatory sinking funds for annual redemption and provide optional sinking funds through which the
Company may redeem. at par, a like amount of additional shares (limited to 120,000 shares of the 7.45% series and 300,000
shares of the 9.75% series). The option to redeem additional amounts is not cumulative

The Company s five-year mandatory sinking fund redemption requirements for preferred and preference stock are as follows:

In thousands of doilars

No. of shares Commencing 1982 1983 1984 1985

Preferred $100 par value:
7 45% Series 18.000 63077 $1.800 $ 1.800 $ 1.800 $ 1.800

10 680% Series 20.000 33180 (a) 1.998(a) 2.000 2 000
12 75% Series 250.000 630 91 — — —

Preferred $25 par value:

8 375% Series 100.000 4183 2.500 2.500 2,500
9 75% Series 66.000 10180 1,650

9 75% Seres (second) 204 000 4186 -

12 25% Series 43 060 33187 —

12 50% Series 38 139 33187 —

Preference $25 par value:
7 75% Series 160.000(b) 4.000 4.000
$7.450 $11.948

yw 1982 and & portior 983 req » have ! n t by advance purcnases
4

1 000 shares at September 30 95 the balance of the 1s8ue 1S 10 be regeemed Sepiemt




LONG-TERM DEBT

Long-term debt and long-term debt due within one year consisted of the following

In thousands of dollars

At December 31 1981 1980

First Mortgage Bonds:

12 6% Serias due Ociober 1, 1981 $ - $ 125000
3%% Series due December 1, 1981 — 15.000
3V2% Series due February 1, 1983 25,000 25.000
3%%% Series due October 1. 1983 40,000 40.000
3% Series due August 1, 1984 25,000 25,000

10%% Series due September 1. 1985 47,000 47000
I%% Series due May 1, 1986 30,000 30,000
474% Series due September 1, 1987 50,000 50,000
37% Series due Jure 1, 1988 50,000 50,000

1474% Series due August 11, 1988 50,000 -
4%% Senes due April 1. 1990 50,000 50,000

15% Series due March 1, 1991 50,000 -
4Y2% Senes due November 1, 1991 40,000 40,000
4%% Series due December 1, 1694 40,000 40,000
5% Series due November 1 1996 45,000 45,000
6% % Series due August 1. 1997 40,000 4C 200
6'2% Senes due August 1, 1998 60,000 60,000
9% Serivs due December 1, 1999 75,000 75,000

12 95% Series due October 1, 2000 80,000 66,350
7%% Seres due February 1, 2001 65,000 65.000
7%% Series due February 1, 2002 80,000 80,000
7%% Series due August 1, 2002 80,000 80.000
8Y% Seres due December 1, 2003 80,000 80.000
9'2% Series due December 1. 2003 50,000 50.000

In thousands of dollars

At December 31 1981 1980
9 95% Series due September 1, 2004 100.000 100.000
10.2% Series due March 1, 2005 40,833 41113
8.35% Series due August 1, 2007 75000 75.000
8%% Series due December 1, 2007 50,000 50.000
Paul Smith's Electric Light & Power &
Railroad Company First Mortgage Bonds:
5%2% Series due May 1, 1985 - 450 450
Promissory Notes:
8% Series A due June 1, 2004 46,600 46 600
Notes Payable:
17% Eurodollar Guaranteed Notes
due September 15 1989 50,000 -
18% Adjustable London Interbank
Oftered Rate due September 15, 1989 17,000 —
Prime rate plus ¥2% (not to exceed
7%2%) due in equal quarterly instail-
ments through April 1, 1984 . 6,250 8.750
Revolving Credit and Term Loan
Agreements . 80,000 80.000
Revolving Credit Notes,
floating prime rate 6,000 —
Unamortized Premium 4486 5844
TOTAL LONG-TERM DEBT . 1628619 1,586,107
Less long-term debt due within one year 9250 142500

V _ $1619.369 51443607

Certain of the Company's Mortgage Bonds provide for a mandatory sinking fund for annual redemption. The Company's
five-year mandatory sinking fund redemption requirements for Mortgage Bonds are as follows:

Principal In thousands of dollars
amount Comtﬂencmq 1982 i '987'3 1984 . 198; - 193‘6
Mortgage bonds:
10 20% Series due March 1. 2005 $1,500 3178 $ (a) $ 1,333(a) $ 1,500 $ 1,500 $ 1.500
8 35% Series due August 1, 2007 750 8182 750 750 750 750 750
8% Series due December 1, 2007 2,000 12/183 — 2.000 2.000 2.000 2.000
9 95% Series due September 1, 2004 5.000 9/1/85 — — — 5.000 5.000
1474% Series due August 11, 1988 16.000(b) 81186 — — — — 16.000
12 95% Series due October 1, 2000 5333 93086 — — - - 5333
9'2% Series due December 1, 2003 2941 12/187 - - - - B
S_ 750 $ 4083 $ 4250 $ ??50 L gpm
(a) Requitements for 1982 and a portion of 1983 requirements have been met by advance purchases

(D) Increases 0 $17.000 000 at A\I()h‘vt 11,1987

The remaining series of mortgage bonds provide for a debt
retirement fund whereby payment requirements may be made in
lieu of cash. by the certification of additional property, the
waiver of additional bonds or the retirement of outstanding
bonds The 1981 requirements for these series were satistied by
the certification of additional property. The Company antici-
pates that the 1982 requirements for these series will be satisfied
by other than payment in cash

Total sinking and debt retirement fund requirements of
mortgage bonds aggregated $10.400.000 for the year ended De-
cember 31. 1981 and based upon the mortgage bonds then out-
standing. are $9 500 000. $12 833,000, $13,000,000, $18.000.000
and $39 333,000 for the years 1982 through 1986, respectively

Notes Payable include $50,000.000 Eurodollar Guaranteed
Notes issued by the Company s subsidiary Niagara Mohawk

Finance, N.V. and guaranteed by Credit Lyonnais. Annual bank
guarantee and support fees totaling 2% of the notes outstand-
ing are paid by the subsidiary. In connection with the formation
and capitalization of this subsidiary, the Company also issued a
$17,000.000 note payable which bears interest at the London
Interbank Offered Rate. currently set at 18% through March 15,
1982.

The Company has Revoiving Credit and Term Loan Agree-
ments with seven banks aggregating $90 million. Each agree-
ment provides for borrowings on a revolving credit basis during
the first three years with the option to convert borrowings to a
term basis for the last four years. Amounts converted to term
loans are payable in equal installments during the remaining
term of the agreements. There are no penalties for early termina-
tion or prepayment of these loans. The Company pays fees in



lieu of main.aining compensating balances for the unused por-
tion of these credit arrangements. Interest on domestic borrow-
ings during the revolving credit period approximates the float-
ing prime rate. or under a Eurodollar option, 2% above the
London Interbank Offered Rate

in 1981 the Company entered into agreements with the New
York State Energy Research and Development Authority and a
group of four commercial banks under which the Company may
borrow up to $20 million on notes maturing no later than July
1984 to finance a portion of its hydro-electric construction pro-
gram. The Company pays fees in heu of compensating balances
for the unused portion of this facility. Borrowings under these
agreements, which aggregated $6.000.000 at December 31,
1981, are unsecured and bear interest at the floating prime rate

NOTE 6. Jointly-Owned Generating Facilities

The following table reflects the Company's share of jointly-
owned generating facilities at December 31, 1981. The Company
is required to provide financing for the unit in process of con-
struction and for any additions to the units in service, The Com-
pany s share of expenses associated with the Roseton units and
Oswego Steam Station Unit No. 6 are included in the appro-
priate operating expenses in the consolidated statement of in-
come

In thousands of dollars

Construction

Percentage Utility Accumulaled work in
swnership  plant __ depreciation  progress
Roseton Steam Station
Units No 1 and 2(a) 30 $101972 $19878 $ 227
Oswego Steam Station
UnitNo. 6 76 249 161 10.791 3624
Nine Mile Pount isuclear
Station UnitNo 2(b) (c) s B - 546 414
i) Central Hudson Gas and Electnc Corporation. the operator of the
plant. is obligated to acquire an addihonal s of the Company s ong:-
nal 40% interest in this unit in 1982
by See Note 11
! Ex e T spent for nuclear tuel

NOTE 7. Pension Plans

The Company and its subsidiaries have non-contributory pen-
sion plans covering substantially all their employees The total
pension cost was $34 100,000 for 1981, $32,100.000 for 1980 and
$28 900,000 for 1979 (of which $9.300.000 for 1981, $8.500.000
tor 1980 and $6.800.000 for 1979 was included in construction
costs)

Studies indicate that the accumulated plan benefits, as de-
termined by consulting actuanes, and plan net assets for the
Company s pians at December 31, 1981 and 1980 are as follows

1981
Actuanai present value of accumulated
benefits
Vested $270,000 $242 000
Non-vested 16,000 14,000
Total . - $286.000  $256 000
Net assets available for plan benefits $265,000 $250.000

The weighted average assumed rate of return used in deter-
mining the actuarial present value of accumulated plan benefits
was 7% in each year

The above table summarizes accumulated plan benefits at-
tributable to employee wage levels and service rendered
through December 31, 1981 and 1980. These amounts do not
take into consideration expected future service and the as-
sociated actuarial assumptions which are considered in funding
the Company's ongoing pension plans

NOTE 8. Information Regarding the Electric
ard Gas Businesses

The Company is engaged in the electric and natural gas utility
businesses. Certain information regarding these segments is set
torth in the following (able. General corporate expenses, prop-
erty common to both segments and depreciation of such com-
mon property have beei: allocated to the segments in accor-
dance with practice established for regulatory purposes Identi-
fiable assets include net utility plant, materials and supplies and
deferred recoverable energy costs. Corporate assets consist of
other property and investments. cash. accounts receivable. pre-
payments, unamortized debt expense and other deferred debits.

In thousands of dollars

1981 1980 1979
Operating revenues:
Electric $1,719,933 $1393467 $1211.068
G ... 430,785 383648 305435
Total L7y ok -s 32 150,71!» $1777115 $1516.503
Oponﬂnglmmbdonulu
Electric $ 288,990 $ 235811 § 200718
G ... asiisiin s 5 35429 2 19433 27868
__Totai_ 8 324.419 § 255 250§ S 228,586

mul oponung lneomo including AFC:

Eiectric $ 360,580 $ 294039 § 257954
Gas SRR R USL S -T L 35729 20027 28231
Total 396,309 314,066 286,185
Income taxes 53,043 43498 34 646
Other income and deducuons 29,146 21646 14,306
Interest charges 151,769 128575 109815
Netincome .. ... : '$ 220643 § 162639 § 156,030
Depreciation:
Electnc $ 91571 § 82188 § 74957
Gas - 10,965 10022 9,255
Total $ 10253 § 92210 § B4212
COtmmcﬂon npomlturn
(inctuding nuclear fuel)
Electnc $ 424596 S 347182 $ 351972
Gas e = 32,819 31321 22.558
1 Yotal 8 _ag 415 S 378 503 S 374__@
mmm assets:
Electric $3,517,290 $3.203.737 $2981,005
Gas 370,608 344419 315951
Total 3,887,898 3548156 3296 956
Corporate assets 288.034 260663 231961
“ 175 932 $3 808 819 $3.528 937

_Total assets A

NOTE 9. Federal and Foreign Income Taxes

Current Federal Tax Expense. The current Federal income tax
expense for 1979 includes credits of $2.600.000 for investment
tax credit generated in 1979 and carried back to 1978

Income Tax Refunds  'n 1974, 1975 and 1978  the Company



received refunds resulting primanly from the adoption of the
‘guideline” method of depreciation These refunds, including
interest net of tax, less principally amounts representing prior
tax deficiencies paid, were recorded in Deferred Credits and
totaled approximately $21 600 000 at December 31, 1979 In Feb-
ruary 1980, the PSC ordered the flow-through to customers of
this amount (Electric—$13,300,000. Gas—$8,300,000). The en-
tire amount, together with other mandated items and related tax
effects, was recorded in Mandated Refunds to Customers and,
commencing in March 1980, is being refunded to electric cus-
tomers over three years and to gas customers over two years
In September 1981, the Company received a refund of Federal
income tax, including interest thereon, amounting to approxi-
mately $13 600,000 The refund was in settiement of a refund
claim filed vith the Internal Revenue Service in February 1973
relating to a deficiency assessment paid by the Company in Oc
tober 1972 as a result of an audit of the tax years 1957 through
1962 The deficiency assessment arose as a result of the disal-
lowance of certain deductions taken by the Company for the
loss of water rights at Niagara Falls terminated in connection
with the redevelopment of Niagara power by the Power Author-
ity of the State of New York. In accordance with a PSC Order
issued 'n August 1981 the Company is required to notify the
PSC of certain tax refunas and propose the methodology by
which such refunds will be flowed through to customers or
reasons why such flow-through should not be made. The Com-

Summary Analysis

Components of Federal and foreign income taxes:
Current tax expense Federal
Foreign

Deferred Federal income tax expense
Income taxes included in Operating Expenses

Federal income tax credits included in Other ' \come and»Qedﬁufct}nggs

Total

Timing differences resulting in deferred Federal income taxes (Note 1)

Depreciation
Cost of removal of property
Investment tax credit
Recoverable energy and purchased gas costs
Necessity certificates
Nuclear tue! disposal cost
Sales and loans of nuclear tuel
Sierling abandonment
Gain on Roseton sale
Other
Deferred Federal income taxes (net)

pany has notified the PSC of this refund and the reasons why a
distribution of this refund to customers should not be made
FPending a determination as to the uitimate disposition of this
refund by the PSC, the Company has recorded such amount, net
of Federal income taxes on the interest portion of the refund, in
Deferred Credits: Income tax refunds. The Company is unable to
predict the ultimate disposition of this refund.

Investment Tax Credits: The Company deferred the net benefit
of investment tax credits of approximately $21,500.000 ($.27 per
share), $8,000,000 ($.11 per share) and $15,100,000 ($ 24 per
share) for the years ended December 31, 1981, 1980 and 1979,
respectively, in accordance with the general policy as stated in
Note 1

The Company has unused credits at December 31, 1981 of
approximately $11,600,000 which may be utilized to reduce cur-
rent tax expense in subsequent years. Such credits, if unused,
expire in 1996,

Components of income before income taxes.

In thousands of doliars

ARk — N O 1N
United States $247374  $185026  $172215
Foreign 14339 10769 9,527

Consolidating eliminations ....... (7411) _ (5309)  (4.848)

_,'991'9.@19!9_'M9"19ta:gs_ﬁ," _ $254,302 $190486  $1768%4

In thousands of dollars

Reconciliation between Federal and foreign income taxes and the tax computed at

prevailing U.S. statutory rate on income before income taxes:
Computed tax
Reduction attributable to flow-through of certain tax adjustments
Depreciation
Allowance for funds used during construction

Taxes pensions and employee benefits capitalized tor accounting purposes

Real estate taxes on an assessment date basis
Investment tax credit
Deterred taxes provided at other than the statutory rate
Qther

Federal and foreign income taxes

! ! 1981 1980 1979
$ 6,996 $ 1492 $ 1618

. 6765 - 5460 4680
13,761 6,952 6,298

. 39282 . 3%b56 28348
53,043 43498 34 646
(19,548) (156851) (13782

658 v pmen . §_3§,90§ $27 847 S20,B§4_
$12,533 $12834 $ 8227
193 {127) (1.010)

21,501 7.985 15,149
(1,811) 7,236 (239)

(700) (700} (700)

12,224) (12,383} (5.388)

(83) (1.304) (5.678)

2,018 5.195 —

— — 3,962

(1.693) 2.159 243

$19.734 $20895 $14 566
$116,904 $87 624 $81.372

9,422 8616 13.329

33,069 27,056 26 496

12,515 11429 10,202

3,086 3458 2178

12,354 1,289 2775

7.424 743 6.752
5,539 7.186 (1.224)

83.409 59777 60 508

$33.495 $27 847 320864

3



NOTE 10. Supplementary Information to Disclose the Effects of Changing Prices (Unaudited) -

Continued inflation, resulting in a decline in the purchasing
power of the dollar, is one of our nation's principal concerns.
Inflation has an enormous impact on all sectors of the economy,
including consumers, wage earners, investors, government and
industry

The Company's consolidated financial statements are based
on historical events and transactions when the purchasing
power of the dollar was substantially different than at the pres-
ent. The effects of inflation on most utilittes, including Niagara

Mohawk, are most significant in the areas of depreciation and
utility plant and amounts owed on borrowed funds.

In recognition of the fact that users of financial reports need
to have an understanding of the effects of inflation on a busi-
ness enterprise, the following supplementary information is
supplied for the purpose of providing certain information about
the effects of both general inflation and changes in specific
prices. It should be viewed as an estimate of the approximate
effect of inflation, rather than as a precise measure.

Statement of income from continuing operations adjusted for changing prices for the year ended December 31, 1981

in thousands of dollars

Conventional Constant dotiar Current cost
historical cost average 1981 dollars average 1981 dollars
Operating revenues ;s oo n e AR 32 150,718 ~ $2,150.718 _ $2150718
Fuel for electric gonouuon 582,033 582.033 582,033
Electricity purchased 257.788 257,788 257,788
Gas purchased 292 863 292 863 292 863
Depreciation 102,536 248 821 304 038
Other operating and maintenance expenses 591.079 591,079 591,079
Federal and foreign income taxes 53,043 53,043 53.043
Interest charges 128,160 128.160 128,160
Other income and deductions—net ... (mrae2ny  (77427)  (77427)
1930075 2076360 2131577

Income (loss) from contmmnq operations (excludmg reduction to

net recoverable cost) ' .. $ 220643 = § 74358" $ 19,141
Increase in spocmc prices (cunent cost) of umlty plant hald dunng year $ 684866
Increase (requction) to net recoverable cost ; $ (183.291) 158,123
Effect of increase in general price level 3 SN T ) - (971.063)
£ xcess of increase in general price level over mcrease n spocmc pnces

after increase to net recoverable cost (128.074)
Gain from decline in purchasing power of net amounts owed .y - 172769 172769
Net e S (AR & SO

“Including the reduction 1o net recoverable cost. the income (loss) from continuing operations on a constant dollar basis would have been $(108.933)

for 1981
*At December 31 1081 current cost of ulility plant. net of accumulated depreciation, was $7.767.561 while histoncal cost or net cost recoverable

through depreciation was $3.774 127

Constant dollar amounts attempt to adjust for general infla-
tion and represent historical costs stated in terms of dollars of
equal purchasing power. as measured by the Consumer Price
Index for all Urban Consumers. Current cost amounts reflect the
changes in specific prices of plant from the date the plant was
acquired to the present and differ from constant dollar amounts
to the extent that specific prices have increased more or less
rapidly than prices in general

The current cost of utility plant net of accumulated deprecia-
tion and amortization. represents the estimated cost of replac-
ing existing plant assets in kind. Since existing utility plant is not
expected to be replaced precisely in kind due to technological
changes. current cost does not necessarily represent the re-
placement cost of the Company's utility plant. The portion of the
accumulated amortization relating to disposal costs of nuclear
fuel was not used in the calculation of current costs but rather
reclassified to a monetary hability. In most cases, current costs
were determined by indexing surviving plant dollars by the
Handy-Whitman Index of Public Utility Construction Costs
However, when an account could not be indexed by Handy-
Whitman, other appropriate indices were used The current
year s provision for depreciation and amortization on the con-
stant dollar and current cost amounts of utility plant was deter-
mined by applying the Company s average annual depreciation
rates to the indexed plant amounts

Fuel inventories, the cost of fuel used in generation, and elec-
tricity and gas purchased have not been restated from their his-
torical cost in nominal dollars. The recovery of energy and pur-
chased gas costs are limited to historical costs through the op-
eration of the Company's electric and gas adjustment clauses.
For this reason fuel inventories and deferred recoverable energy
costs are effectively monetary assets. Income taxes have not
been adjusted.

The Company is subject to the juriediction of regulatory com-
missions in the determination of a fair rate of return on its
investment. Current ratemaking policy provides for the recovery
of historical costs. Theretfore, any difference between the histor-
ical cost of utility plant and utility plant stated in terms of con-
stant dollars or current cost not presently includible in rates as
depreciation. is reflected as an increase (reduction) to net
recoverable cost. While the ratemaking process gives no recog-
nition to the current cost of replacing utility plant, based on past
practices, the Company believes it will be allowed to earn on the
increased cost of its net investment when replacement of
facilities actually occurs

To properly reflect the economics of rate regulation in the
Statement of Income from Continuing Operations. the increase
(reduction) of net utility plant to net recoverable cost should be
adjusted by the gain from the decline in purchasing power of net
amounts owed on borrowed funds. During a period of inflation,



holders of monetary assets suffer a loss of general purchasing
power while holders of monetary liabilities experience a gain
The gain from the decline in purchasing power of net amounts
owed is prirmarily attributable to the substantial amount of debt
which has been used to finance utility plant. Since the deprecia-

tion on this plant is imited to the recovery of historical costs, the
Company does not have the opportunity to realize a holding
gain on debt and is limited to recovery only of the embedded
cost of debt capital

Five year comparison of selected supplementary financial data adjusted for effects of changing prices

For the year ended Dgcemqgr}t

Operating revenues . . s e e WA R e S
Historical cost information adjusted for general infiation:
income (loss) from continuing operations (excluding
reduction to net recoverable cost) -
Income (loss) per common share (after dividend requirements on
preferred stock and excluding reduction to net recoverable cost) .
Net assets at year-end at net recoverable cost .. ;
Current cost information:
Income (loss) from continuing operations (excluding
reduction to net recoverable cost) "
Income (loss) per common share (after dividend requirements on
preferred stock and excluding reduction to net recoverabie cost)
Excess of increase in general price level over increase in
specific prices after reduction to net recoverable cost
Net assets at year-end at net recoverable cost
General information:
Gain from decline in purchasing power of net amounts owed
Cash dividends declared per common share
Market price per common share at year-end
Average consumer price index

NOTE 11. Commitments and Contingencies

Construction Program: The Company presently estimates that
the construction program for the years 1982 through 1986 will
require approximately $1.806 million, excluding AFC and certain
overheads capitalized. By years the estimates are $371 million,
$412 million, $395 million, $337 million and $291 million. respec-
tively. At December 31, 1981, substantial construction commiit-
ments existed, including those for the Company's share of Unit
No. 2 at Nine Mile Point Nuclear Station.

Nine Mile Point Nuclear Station Unit No. 2: Nine Mile Point
Nuclear Station Unit No. 2 (the Unit), a nuclear power plant to be
constructed and operated by the Company and shared with
other utilities, is the only major generating facility currently
under construction by the Company. Ownership is shared by the
Company (41%). Long Island Lighting Company (18%), New
York State Electric & Gas Corporation (18%), Rochester Gas and
Electric Corporation (14%), and Central Hudson Gas & Electric
Corporation (9%). Output of the Unit, which will have a projected
capability of 1,084,000 kw., will be shared in the same propor-
tions as the co-tenants’ respective ownership interests.

In early 1980, the co-tenants engaged independent engineer-
ing and management consulting firms to perform a review of the
Unit's estimated cost and scheduled in-service date, together
with engineering, construction and management systems at the
project. Also, a reassessment was conducted by the Company
and Stone & Webster (the architect-engineer and construction
agent for the project). As a result of these reviews. a revised cost
of $24 billion (exclusive of AFC and nuclear fuel) and a re-
scheduling of the operation date from 1984 to late 1986 were
announced in September 1980 The Company's share of the
construction cost. exclusive of AFC and nuclear fuel. is now
estimated to be $984 million ($2.214 per kilowatt)

In thousands of average 1981 doliars

%1 90 1979 1978 Li L4
82150718 $1961451  $1900163  $1784747  $1839 761
$ 74358 § 26454 § 67423
$ 051 $ (009 $ 05
$1,614015  $1593404  $1635063
$ 19141 § (34083 § (2524)
$ (019 S (0% $ (059
$ 187251 $ 221238 § 316677
__$1614015  $1593404  $1.635063
$ 172769 $ 231282 § 266468
$ 16 $ 166 S$ 180 $ 19 $ 197
$ 1238 $ 1228 § 1582 § 1952 § 2346
2724 2468 2174 1954 1815

Also during 1980, the PSC directed Theodore Barry and As-
sociates and Canatom Limited to perform a comprehensive
management audit of the Unit. This audit covered essentially the
same areas as the study commissioned by the co-tenants and a
report thereon (the TB&A Report) was issued in July 1981, While
stating that the planned 1986 completion date is possible, the
TB&A Report states that a likely one-year slippage in schedule,
new regulatory requirements, higher escalation and other fac-
tors could increase the cost of the Unit significantly beyond the
current estimate. However, while recognizing that schedule
slippage and cost increases in any major construction project
are always possible. the co-tenant utilities believe that the cur-
rent cost estimate and the anticipated construction schedule are
reasonable

In July 1981, various parties petitioned the PSC to establish a
single consol:dawd public evidentiary proceeding involving all
of the co-tenants to consider the future of the Unit. In addition,
In certain co-tenants’ rate proceedings, various motions were
made and petitions filed by intervening parties requesting a
separate examination of the project. Also. in September 1981,
the Staff of the PSC issued a report on a comparative analysis of
the economic and financial feasibility of the Unit and coal alter-
natives. This report concluded that completion of the Unit is
warranted. In response to these motions and petitions and
based on the TB&A Report and PSC Staff's comparative
analysis. in September 1981 the PSC ordered an expedited pub-
lic proceeding to inquire into the financial and economic cost
implications of completing the Unit. In December 1981, public
evidentiary hearings were held and briefs were submitted to the
PSC. At a February 9, 1982 PSC meeting the Commissioners
reached a majority consensus that completion of the Unit is



warranted and that no basis exists at this time to take further
action regarding abandonment of the project. The Commission-
ers also concurred with the PSC Staff's recommendation that
the co-tenants must emphasize their attention to the projects
cost and schedule to minimize its impact on ratepayers and
indicated their intention to closely monitor construction ac-
tivities. In addition, the Commissioners decided to explore the
teasibility of instituting a yet undefined incentive program that
could cause the return on the equity portion of the investment in
the Unit to vary depending on a variety of items related to the
project’s ultimate cost and completion date. A formal PSC deci-
sion I1s expected upon completion of its review of the feasibility
of instituting an incentive program. The Company is unable to
predict what recommendations or actions may arise as a result
of this review or what further actions, if any, may be brought by
the intervening parties

Long-term Contracts for the Purchase of Electric Power: At
January 1, 1982 the Company had contracts to purchase electric
power from the following generating facilities owned by the
Power Authority of the State of New Yo k (PASNY):

Expiration  Purchased Estimated
date of capacity annua
Facility contract in kw capacity cost
St Lawrence—
hydroelectric project 1985 115000 $ 1,380,000
Niagara Falls—
hydroelectric project 1990 1122432 13,469,000
Blenheim-Gilboa—
pumped storage
generating station 2002 550 000 12,540 00V
FitzPatrick—nuclear plant year-to- 116,000° 10,455.000
year basis 7 )
1903.432 $37.845.000

*GB 000 Fw tor winter of 1982-83

The purchase capacities shown above are based on the con-
tracts currently in effect The estimated annual capacity costs
are subject to price escalation and are exclusive of applicable
energy charges

Litigation: In 1978, several electric customers brought suit
against the Company and PASNY requesting that certain power
purchased from PASNY be allocated exclusively for their benefit
and are asking monetary damages for the difference between
rates charged by the Company and rates that would otherwise
have been charged if this power had been furnished to them
since the initiation of rhe suit in 1978 and for the six years prior
thereto A settlement was reached wherein these eleciric cus-
tomes will receive an initial allocation and thereafter an in-
creased allocation (through December 31, 1987) when their
proposed plant expansion activities are completed. No mone-
tary damages were awarded and the settlement will not affect
the consolidated finarcial statements of the Company

FERC Auait: During 1979, the staff of FERC conducted a com-
phiance audit of the Company covering the years 1973 through
1978 All of the adjustments proposed by FERC have been re-
solved and recorded by the Company except certain adjust-
ments concerning the base cost of nuclear fuel on which AFC
should be applied. The resolution of these adjustments has been
deferred pending the development of generic rulemakings by
the FERC concerning accounting for nuclear fuel. If the asso-
ciated recommended adjustments are sustained by FERC. the
resulting reduction in retained earnings would approximate
$26.000.000 through 1981 The Company believes that the ad-
justments are not justified and is contesting them The recom-
mended adjustments result from FERC staff taking exception to
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regulatory accounting treatment nrescribed by the PSC, the
Company's primary rate satting body. Although FERC has rate-
making jurisdiction over only about 10% of the Company's elec-
tric revenues, representing sales to other electric systems and
revenues from transmission of energy, it has the power to pre-
scribe books oi account on which reports to stockholders are
based. Due to the extensive jurisdiction which the PSC has over
the Company's affairs, it is the opinion of the Company that the
financial statements based on the requirements of the PSC rep-
resent the proper presentation of the financial position and the
results of operations of the Company.

Sterling MNuclear Station: As a result of a January 1980 deci-
sion by the New York State Board on Electric Generation Siting
and the Environment to vacate the construction permit it had
previously issued because it could no longer find a public need
for the proposed jointly-owned Sterling Nuclear Station generat-
ing facility, the project was discontinued. The PSC has permit-
ted the Company to accrue AFC on the discontinued project.
Through December 31, 1981, the Company's costs associated
with its 22% interest in the project, when reduced for Federal
income taxes approximated $18,000000 including AFC. The
Company. together with the other co-owners, petitioned the
PSC to seek recovery of these and all subsequently incurred
costs assoctated with canceliation of this project. In January
1982, the PSC granted the Company permission to commence
recovery of its costs, together with carrying charges on the un-
recovered balance. over a three year period. The Company ex-
pects to comimence recovery in March 1982.

NOTE 12. Quarterly Financial Data {Unaudited)

Operating revenues, operating income, net income and earn-
ings per common share by quarters for 1981, 1980 and 1979 are
shown in the foliowing table. The Company, in its opinion, has
includea all adjustments (consisting only of normal recurring
accruals except for giving eftect to the deferral of Oswego Unit
No. 6 investment tax credit during the quarter ending December
31. 1979—see Note 1) necessary for a fair presentation of the
results of operations for the quarters. Due to the seasonal nature
of the utility business, the annual amounts are not generated
evenly by quarter during the year

In thousands of dolars
Orperating Operating Net Earnings per

Quarers ended revenues neome _income  common share
December 31

1031 $529 844 $63879 $52.063 $52

1980 479512 52.085 37756 41

1979 416.066 41,570 28.005 P}
Septembper 30

1981 $481,377 $60.831 $48 500 $48

1980 379.705 37,742 26,020 25

1979 335944 34 764 25511 29
June 30

1981 $528 216 $69.303 $55.696 $61

1980 425238 57.729 44 701 54

1979 352.107 50114 41878 56
March 31

1981 $611.281 §77 363 $64 384 $76

1980 492 660 64 196 54 162 69

1679 412386 67492 60636 86



Selected financial data

Operations
$2.150,718
220, 643
Common stock data
$17.36
2.35
1.61
Capitalizaton

$1.457,934
210.000
254 748
1,619,369
}.542,051

3.542.051

Capitalization ratios

52.6
10.3

11.2

12.6

8.7

271

19.0

Miscellaneous

$ 457,415

4,985 315

1,348,738

4,175,932




Electric and gas statistics

ELECTRIC CAPABILITY ELECTRIC STATISTICS
1981
Electric sales
Thermal » 8.459
9418
11,636
266
Ivnm
32 8%

Electni revenues
483,852
578.186
429870
31,274
137,341
59410
719,933

Electric customers
3 jent 223 484
131119
2807
3,232
360.642

Total thermal sources

Mydro

Residential

- A

Total hydro sources GAS STATISTICS

rota capability” ¢ 14 1981

GCas sairs
™ 51,701
26,342
26,826
4 889

109,758

Electric peak load during year

Gas revenues

$222,280
ELECTRICITY GENERATCD AND PURCHASED 102.727

1981 ! 89,337

Thermal t jas syst 13.795
2,646

$430,785

Gas customers

393.182
30.564
530

)
£

424 278

Residential
131.5
$4.30
$565.34

Total generated X Y
and purchased 15.863 3 6 0f ! 824777
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Dividend Reinvestment Plan
Stockholders are encouraged to enr
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which offers new tax-deferral features

See page
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