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Ruoctvesrer £iae and Flectow oot on

Financial Highlights
1993 1992  Change
Financial Data (ool in Thousands)
Operating revenues: Electric $655,316 $633.808 3
Cias $293,708 $261,724 12

Operating expenses $801,791 §$761.588 5
Operating income $147,233 $133 944 10
Net income $ 78563 §$ 70439 12
Earings applicable to common stock $ 711,263 § 62,149 15
Rate of return on average common equity 10.25% 9.98% 3
Comman Stock Data
Weighted average number of shares

outstanding «housands) 35599 33258 7
Per common share:

Earnings $2.00 $1.86 8

Dividends $1.2 $1.68 2

Book Value (year end) $19.70 §1892 4

Year-end market price $26.25  $2450 7

Number of Common Stock Shareholders

at December 31 38,102 39.017 (2)

Operating Data
Sales (thousands)

Kilowatt-hours to customers 6,507,064 6455986 1

Kilowatt-hours to other utilities 743 588 1062738 (30)

Therms of gas sold and transported 529,505 525387 1
Customers {year end)

Electric 335,874 333674 1

Gas 271,353 267954 1
Construction expenditures, less allowance

for funds used during construction thousands) $139,407 $125207 1
Employees (year end) 2,536 2,702 (6)




10 .‘l!,’u'o'llnlth'l\

= P
» H. . =
> = § L
o .
= s >
G d ”




It was the COMpany

wide determination of

ROGAT |ul|ple that realh
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(.ustomer Service Lenter

Our strategy is consistent with
our intent to break away from
the old, more vulnerable wtility

business thinking
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Management’s Discussion and Analys

Condition and Results of ( )}wl‘; tions
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maintenance costs and help sustain 120 1Y plant availability, Cos
eplace these generators began durning the
routine 1993 fuel outage
12 IRP process, the Company in mid- 1993 made a decision to place
47 MW ) on col indby, while modifying Units 2. 3 and 4 with new
Environmental Protection Agency standards. Unit | 15 expected 1o be
1994. Modification of Uni d 4 15 expected to be completed by
v4.6 mullion. In addition, Unit 12 at Beebee Station

ted to produce fewer nitrogen oxides (NOx) by

\

vertire air capabity at a cost of approxi
o ~,\‘f|=i'|\ with Phase |- Title |
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cma compettive and

ction ,!-\71[1:
| xpenditure
at Nine Mile Two
wduvied retueling outag

December 3 Yy

v July. The next refue

ANLICIPALee
distribution expenditures, as presented in the table on page 16
1 529 mithonin | 3, of which $24 milhion was for the upgrading of electric distribution
1o meet the energy requirements of new and existing cus
Capital Requirements and Gas Operations. Construction begar
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the pipeline in N nber 1993, This pipeline will provide capacity for up to 50 percent
it the Compan g guirements by s Se ond year ot operation [he ( ompany 1t
participal S an equi wner of Empire, along with subsidi of Coastal Corporation
nid Westcoast Enerev Inc. In June 1991 the PSC authorized the Company to mvest up
to $20 mullion in Empire subject to certain conditions, notably that the investment not be
ided 1n rate ba i )G the ( npany formed a wholly owned subsidiary, Energyling
( [ ition, to acquire its ownership interest in Empire. The Comyg v's share ol ownership in
t | witl be dependent upon hnal project osts and the timing and method of hinancing
d by the Company. In June 1993 £mpire secured a %150 mithon credit agreement, the
nroceeds of which are to finance approximate § percent of the total construction cost. Al
December 3 993 the Company had invested a net amount of $10..2 million in Energvline
% I Y 1 5l 1 ™S id Wi omnutted tor HY niion of the
} I L tl i I In Ik nhx 1S3 the Company s mvestment in E
, ind repo purposes into the accounts of the
Company. Such « sOlidation resulted 1 $0.5 million charege to Other Income during 1993
l wdition ; Fi { 1 { ih I } exp yditun the Gia
e i iv tor the replacemet ider cast woi
; | P d co teel pipe, tl ) n of gas ]
$ } } g ) I { ( i rn v O
Environmental Issues ]
i 1€ | 3 ( \ ¢ Mnpai v If | 15¢ Ol
{ ) 3 ) | I I n ot the s D responsithliy
| ] 1 I n nu ) Ini | ¢
|
|
|
; Capital Reguirements
|
‘ !
| Actual Projected :
! 1991 199 1963 1984 1995 199¢ ]
! Tvoe of Facilities (Milivons of Dollars)
i . S ’ . : !
Electric Pf\\;)ul\.
Production $4 $ 4 $§$55 §66 $76
ransmission and Distributio ) 29 26 36 40
‘; Street Lighting and Other ' - ’ 1 ? 2
Subtotal A Bt 8¢ 104 118
Nuciear Fuel it 20 20 2
Tutal Electric ) 101 102 124 140
Cras Property 1 2 i9 28 5
Common Property , 21 t5 16 16
Foral ! 129 147 136 168 181
Carrying Costs
Allowance for Funds Used Dunng Constructio
(AFUDC) 4 2 2 2 3 3
Deferred Financing Charges Included in Other Income § 1 - - -
Total Construction Requirements 131 134 145 128 171 184
Securities Redemptions, Maturities and Sinking
Fund Obligations* 92 160 212 39 3 21
Total Capital Requirements $223 $284 $357 $177 §$174 §205
e - S v R e Gansa
*Exclondes prospective refitancings
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Ri ion Statement became ¢ tuve August 1993 and allows the Company financing
i 1D [ hi](\"l:n pmiing of Neéw Lic Nal¢ of {h’\‘ secdrines
1l be used to finance a portion of the Company's capital requirements, to discharge or refund
i1 nding ( i preferred stock of the Company, 1o satisty certai sinking
i obligat or for general ¢« Pt
In Se ber 199 Company sold S(6) (NX) shar Ol
t 1 under the shelt 1 i 1ISsed ab
; ' ) progi
During 193 approximately 515,000 new shares of Common Stock were sold through the
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Rate Increases

Granted

Authorized
2 A, : oo s Rate of Return on
58 of Effective { Percent e

Service Date of Increase 00 increase Rate Base

Electric July 12, 1990 $36.05¢ 6.6° 9 91% 12 10%
July 1, 1991 31 { 966 11.70
July 1, 199, < 9.3 11.00
fuly 1,1 ' 18,50 3 11.50
July 1 ; 39 11.50
July | g 8 : 11.50

July 12, 1990 4,2¢ ‘ ¢ 12
July 1, 1991 1 148 3 11
July 1. 1992 31¢ 4.1 3 1
Julv 1, 19934 1
July 1, 1994

July 1, 1995*
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r the Energy Act, FERC may order utilities to provide wholesale transmission services for
if, among cther things, the order meets certain requirements as to cost recovery and
rates. FERC is prohibited. however, from ordering retail wheeling, i.e. transmitting

1 customer from a suppher other than the customer’s local utility, The law,

power directly to ¢
does not prevent state regulatory commissions from atlowing or ordering intrastate

wheeling: and, New York State is currently considering the issue of retail wheeling

ugh vanous studies and hearings. The Company believes this Act could lead to enhanced
mpetition among the Company ana other service providers in the electric industry
FERC Order 636. In April 1992 FERC issued Order No. 636 with the intention of fostering
'rs to gas supply sources. In essence, FERC Order

ind improving access af custon,
companies to offer customers “unbundled™, or separate

natural

ices. FERC Order 636 enables the Company and other gas utilities
producers for supphes of natural gas. With the unbundling of
i reliable natural gas supply has shifted from interstate

| distribution companies, such as the Company. Since 1988 the

y diversify both its natural gas supply sources and the pipelines on
distribution system. The unbundling ot
mmencement of Empire State Pipeline
vals, which should enhance its
Company does f certain

Energy Costs and Supply—Gas
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y Financial
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{ red] and It { i I [ urned y CUstomet As i ussed earhier. the 1993
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i \ | | { ETRT
| fition L he d (
Operating Revenues
Increase or (Decrease) from Prior Year
' Gas Departmant
1943 )9 1943 152
Customer Revenuig st
Rate Increas $21.827 } ! § 8.087 $ 3,644
Fuel Cost 9,083 25,693 11,512
Weather Effects (H 200 3¢ 700 5722
Customer Consumption 4374 '6) 1.381 1.098
Other (4,806) 17 (3,777) 4,020
l\»f\x(("]fmn»_r'; i Customer Re 30.688 19,337 31,984 25,996
Electric Sales to Other Utiline (9,180) 1.071) - -
Total Change in Operaiing Revenus $21.508 $16,266 $31,984 $25.996
LR ———r o w——a
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'her f gas sold and transp i, incl iles, were nearly flat in 1993
lowing an 11.8 percent increase in 1945, s reflect, primanily. the ettect ol
ather vanatons nn therm sa custon * heating, If adj for normal
ither conditions, residential gas saies w ised about 0.3 percent in 1993 over
092, while nonresidentia les, includn d. would have decreased approxi
Y percent The average use per 1« sidential gas customer, wi isted for
rmal weather concitions w rhtly down in 1993, following a modest n 1992
['otal therms ol gas transpe | increased in 1992 primarily as a result of gt tO certain
i industnial and mumctpal transportation custon Saies 1o these custom 1993 wer
fowT npared with 1992 sale
I iions 1n “Other IStom I f n in the table on page 24 for both
ymparison periods are lar the result of e tax feferred fuel costs, and
Operating Expenses
i mopar ihti I i Dera ;v Wet i 41} { ni VU5 atter
IS N oy QO np1 { v’l‘;..'v: CAS 1N Y S anerati
f d m nigl | f catorts Os1 I Inct | perating
[ | " mi D ] | t { by the C_ompany continu o
! thet { XDCT n I Xp i nm 17CQ 1 bl
{ Electric. A (! I XPENSIve |1 ir fu
{ 1 | (] | [ not in ne at ! ame ra
‘ nera 9 D n peried. | { )92 comparison period, |
! I { (A [ { DIt I 1 n par to a refund to electr
! bed in paragraph under the head P York State Public S¢
: ot mpa periods, t g st 0f declined
¢ purch { ty d¢ 1in |19 iter ingr g in 1992 Suct
Dt Vv O} 1 | ( i 1n k A att-1 | purcha | V3 For the 1YY
! [ i it n } tr X Den va 1 by higl averag
F e v { ind Supp (s \ rest i the implementation of FERC Order 6.5¢ nd
('} I n f oneration of the Emm State Pipeline, the Company now purchases all
(i 1 g4 pp 1 from numerous producers and marketers under contracts
i i \l \ nd conditions. The ( pany holds hrm tra [ mn capacity ol
major pipcin ne the Company access to the major gas-producing regions of North
\iner In addn 1o hrm | ipacity, the Company also has obtained contracts for
torage capacity on the CNG Transmission Corporation CNG) svstem (10.4 bithion cubic
| in th \/VvR Pipelin vstem (6.4 bilhion cubic teet) which are used to ’iL"i{‘ Satsty 1s
mers winter d nd requirements. With the commencement of operation of the Empire
51 Pipeline, the Company plag d 1into operation s new Mendon gate station which 1s
ipable of supplying up to one-hatt Ol Compai ras supply needs while also mamtaining
th 1OUS galte tion interconnections with the CNG systen prior to Empire, had
was scheduled to phase 1n over

mMpire transportation capacity would nave

fore. the Company recently entered into a

NG will assist the Company in obtaining
n capacity the ( ompany will not requare
! npire or it ma) negonate assignment
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Increase or (Decrease) from Prior Year
(Thousands of Dollars)

Fuel for Electric Generatior

Purchased Electricity

Gias Purchased for Resale

Other Operation

Maintenance

Depreciation

Amortization of Other Plamt

Taxes Charged to Operating Expenses
Local, State and Other Taxes
Federal Income Tax

fotal Change in Gperating Expenses

1983

$ (2,505)
1,887
25,593
8,757
(1,027)
(176)
(675)

2,023
11,512
18,184
(2.695)

478
369
2,640
5,799
$ 40,202

10,603
320
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Energviine eamings (losses) upon consolidation with the accounts of the Company as discussed

nder Capital Reguirements and Gas Operatios

Both mandatory and optional redemptions of certain higher-cost first mortgage bonds have

helped to reduce long-term debt interest expense over the three-year period 19911993, despite

the 1ssuance of additional long-term debt in 1991 and 1992, In 1992, the etiect of lower interest

rates on debt expense was partially offset by increased shon term borrowings, The level of
Jort-term debt borrowings decreased in 1YY
barnines/ sammars
Presented below 1s a whi on Stock eamings on a
ner-share basis. Certam non=recut ner share have been
identified in this table, Compared were up in 1993 and
1992 despite the effect of a pubii vear Future earmings
will be aftected, in part, by the Company S SUCCESS 1n i hieving demand si6* management and
th n ive eoals, as well as controlling op ind capital costs, withn' levels provided
{or in rat under the tern 193 Rate Agreement
in Decemb O the Co vV annou i juarterly dividend increase trom $.42
er share of Common Stock pavable in January 1993, Subsequently, 1 December 1993
{ 10any annou el W\ quart rlv dhividend rate of 5.44 Pet SHArt pavat ¢ in li?:ll iy
4 The ( nany’s Charter p des for the pavment of dividends on Common Stock ottt of
¢ Pl net prof | carnines f the Company Accord v, diy ‘E;z,';\1\‘;ij!'._\l;
| | it | [ | it | na oth facto

Earnings per Shars —Summary

(Dolars par Share) 1963 1992 1991

Earnings per Share Before Non-recurring fies $2.19 $1.91 $1.81
Non-recurring ltems

Gas Under-recovery Writeof] (.04)

Retirement Enhancement Progran (.15)

Nine Mile Two Lit gaton Proceeas 10

fce Storm Disallowance 15)

Fuel Procurement Audit (.21)

Total Non-recurming ltems $(.19) S(OS! S(“_?ﬁ

keported Eamings per Share $2.00 $1.86 $1.60
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Consolidated Statement of Income
(Thousands of Dollass) Year Ended December 31 1983 1982 1991
Operating Revenues
Electric § 638,055 $ 608 267 § 588,930
Gas W78 261724 235728
932,663 869,991 824.658
Electric sales 10 other utihities 16,361 25541 2812
Total Operating Revenues 949,024 _BY5,532 §5§219
Uperating Expenses
Fuel Expenses
Fuel for electnc generation 45871 48 376 65108
Purchased electricity 31,563 29,706 27,683
Gias purchased for resale 166,884 141201 128779
Totl Fuel Expenses 244,218 219373 22567
Operating Revenues Less Fuel Expenses . '{Q‘?M - 676.159 630,703
Other Operating Expenses
Operations excluding fuel expenses 235,381 226 624 208.440
Maintenance 61,893 62,720 65415
Depreciation and amortization 84177 85.028 84,181
Taxes—local, state and othe 126,892 124,252 113,649
Federal income tax 49,330 43.501 34,258
Total Other Operating Expenses 557,473 542215 505,944
Operanng Income 147233 133944 124,759
Other Income and Deductions
Allowance for other funds used durning construction 153 164 675
Federal income tax 9,827 4195 4580
Pension Plan Curntailment {8,179) — —_ i
Regulutory disallowances (1,953) (8,215) {10.000) !
Other, net (7.074) 6,185 i __QQ@
Total Other Income and (Deductions) ~ {7.226) 2,299 1333
Income Before Interest Charges 140,007 136 243 129 092
interest Charges
Long term deb 56.451 60,810 63,918
Other, net 6,707 7,178 7,082
Allowance for borrowed funds used during construction ERARAL) _(2.184) __(2.905)
Total Interest Charges _51 444 __65.804 68035
Net Income 78,563 70,439 57,997
Dividends on Preferred Stock 1,300 8,290 6.963
Earnings Applicable to Common Stock $ 71,263 $ 62149 § 51.034
Weighted Average Number of Shares for Period (1(05)'s) 35,599 33.258 31.794
Earnings per Common Share § 200 $§ 186 $ 1860
Consolidated Statement of Retained E arnmg
{Thousands ot Doliars) Year Ended December 3 1993 1997 " g9y
Balance at Beginning of Period $ 66,968 $ 61515 $ 62542
Add
Net Income 78.563 70,439 57,997
Adjustment Associated with Stock Redemption o (933) e - o3 ae
Total 144,598 131,954 120,539
Deduct
Dividends declared on capital stock
Cumulative preferred stock 7,300 8,290 6.963
Common stock 62172 _56.696 _52.061
Total 68472 64,986 59,024
Balance at End of Period $ 75126 § 66968 § 61515
The secompanying noltes are gn integral part of the financial statements
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Consolidated Balance Sheet

(Thousands of Dolars) At December 31 1993 1992
Assets
Utitity Plamt
Electric $ 2234530 $ 2175265
Gas 356 484 341.466
Common 125,428 123.034
Nuglear fuel 174357 158,826
2,890,799 2,798,581
Less: Accumulated depreciation 1,190,801 1,125.502
Nuclear fuel mnortization 144,282 127,615
1,686,716 1,545 464
Clonstruchion work in progress 12,750 __Bigu
Net Utihity Plam 1,668 466 1,629,208
€ urrent Asvets
Cash and cash equivatents 2321 1,758
Accounts receivable, net of atlowance for doubtie: accounty
1993 $600; 1992-—$500 104,753 82,292
Unbilled revenue receivable 61,330 60,184
Mutenals and supplies, at average cost
Fosst] fugl 5,983 12,213
Construction and other supplies 13,644 13,130
Gy stored underground 38.989 9,998
drepayments 21563 19,985
Total Current Assets 7_?‘_‘;?!" o 209621
Investment in Empire 38,560 9 84t
Deferred Debits
Regulatory Asset — Lacome Tuxes 20,141 —
Deferred finance charges—-Nimge Mile Two 15,242 20,482
Deferred ice storm chirges 21,621 24197
Uranium enrichment decomimissioning defereal 2342 28,613
Nuglear generating plant decommissioning fund 38,930 29.649
Nire Mike Two deterred costs 34 513 34 300
FERC 636 Transition Costs 41,265 -
Unamortized dety expense 19.326 13,553
(ther '4_._‘!14:25_! .
Total Deferred Debits Cseems 200076
Total Assets $ 2457630 § 2044441
Capitaiization and Liabliities
Capualization
Long term debt-—maortgage honds § 655731 § 566,980
PIOMISSOryY Dotes 91,900 51,800
Preferred stock redeemable af option of Company 67,000 67,000
Preferred stock subject to mandatory redemption 42,000 54,000
Comimon shareholders” equny
Common stock 652,172 691 532
Retgined carnings LA _Z@.ﬂ! - 6596}
Total Common Shareholders” Equity 127,208 658 500
Total Capitalization 1,583,929 1,438,380
Long Term Liabilities (Department of Energy )
Nuglear waste disposal 68,055 55989
Urantum enrichiment decommissioning . 21,748 . 28,613
Total Long Term Liabilities _ B9B04 94602
Current Liabilities
Long term debt due within ote yea 21,250 110,250
Preterred stock redeemable within one vear 6,000 6,000
Note Payahle-— Empire 29,600 -
Shon term debt 68,100 50,800
Accounts pavable 52 596 40,578
Dividends payable 18.066 17,035
Tuxes acerved 6.472 13,743
interest acerued 12,955 15,461
Other _19am 13409
Total Curvent Liabiities 234,530 267,278
Deferred Credits and (ther Liabitities
Accumulated deferred incomne taxes 425 548 171,673
Deferred finance charges—Nine Mile Two 19,242 20,492
Pension costs acerued 31,919 20,278
Other 12,558 36,740
Total Deferred Credits and Other Lighilities  b49,367 249183
Commitments and Other Matters (Note 1) - - s
Totul Capitalization and Liabilives § 24657630  § 2049441

Ihe acoompanying notes are an integral part of the fioancial statements.
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Consolidated Statement of Cash Flows
(Thousands of Dollars) Year Ended December 31 1993 1992 1991
Cash Flow from Operations
Net income $ 78,563 $ 70439 § 57997
Adjustments to reconcile net income to net cash provided
from operating activities:
Depreciation and amortization 84177 85.028 84,181
Amortization of nuclear fuel 18,861 18,803 23,606
Deferred tuel—-electric (2.072) 2,543 4122
Deferred fuel— gas (11,500) 4896 2.166
Deferred income taxes 15,232 10,466 9124
Allowance for funds used during construction (1,867) (2,348) (3,580)
Unbitled revenue, net {5,107) (6,631) (8.931)
lce storm costs 2,578 12,234 (36,431)
Nuclear generating plant decommissioning (9.381) (10,328) (15,581)
‘ Changes in certain current assets and liabilines
| Accounts receivable (12,461) (8,239) (4773)
1 Materials and supplies—tossil fuel : {1,507) 7,506
| ~construction and other supplies (514) (591) (315)
’ Gas stored underground (28.991) (2,942) {7.067)
‘ Taxes accrued (7,21) 1,693 1.444
l Accounts payable 12,018 (13 404) 6914
interest accrued (2,506) (852) 1,722
! Other current assets and labilities, net 6,113 (2.528) (592)
| Other, net 10,966 _15,832) (2,075)
| Total Operating $ 153,126 5 150900  § 119.447
| Cash Flow from Investing Activities
| Utility Plant
Plant additions $(125,744) $ (115,792) $(114579)
Nuclear fuel additions (15,530) (11.763) {13.068)
, Less: Allowance for funds used during construction 1867 2348 3580
l Additions to Utility Plant (139,407) (125,207) (124,057)
; Investment in Empire-—net 864 (9.846) o
‘, Other, net __(_1._9!7) i 490 {685)
I Total Investing $(140,430)  § (134.563)  $(124.742)
, Cash Flow from Financing Activities |
| Proceeds from:
4 Sale/Issue of common stock $ 61254 § 63928 5 13446 |
I Sale of preferred stock - o= 30,000 ‘\
.; Sale of long term debt, mortgage bonds 200,000 160,500 100.000
: Short term borrow ings 17,320 (8,700) 17,100 |
; Retirement of long term debi (20G,249) (160.000) (92,334) |
Retirement of preferred stock (12,000} - - |
| Capital stock expense (615) (1,735) (495)
; Discount and expense of issuing long term debt (7.909) (6.368) {3,310)
; Dividends paid on preferred stock (7,548) (8,290) (6.396)
i Dividends paid on common stock (60,893) (55.218) (51,308)
| Other, net {1488 (185) (464)
] Total Financing $ (12,128) § (16066) § 6239 |
Increase in cash and cash equivalents $ 568 $ n $ 944 |
Cash and cash equivalents at beginning of year $ 1758 $ 1488 $ 544 |
| Cash and cash equivalents at end of year § 2321 § 1759 § 1488
R e e o i e e e e At A oo At S e et et |
| Supplemental Disclosure of Cash Flow Information }
(Thousands of Dollars) Year Ended Decembir 31 1993 1992 1991 1
Cash Paid During the Year |
| Interest paid (net of capitalized amount) $ 60,852 $ 64431 § 63848 |
Income taxes paid $§ 32779 $ 22911 § 20399
The aconmpanymg noles are an integral part of the hnancial sttements
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Notes to Financial Statements

Note 1. Summary of Accounting Principles
General.

The Company is subject to regulation by the Public Service Commussion of the State of
New York (PSC) under New York statutes and by the Federal Energy Regulatory Commission
(FERC) as a licensee and public utility under the Federal Power Act. The Company's
accounting policies conform to generally accepted accounting principles as applied to
New York State public utilities giving effect to the rate-making and accounting practices and
policies of the PSC.

In June 1988, the Board of Directors authorized the creation of Utilicom, Inc. as a wholly
owned subsidiary. Unlicom develops and markets computer software 1o assist customers in
complying with state and federal environmental and safety regulations. On August 31, 1993,
the Company sold the assets of Utihicom and liquidated the subsidiary, The subsidiary acuvity
prior to and inc'uding disposition was insignificant to the Company’s financial position and
results of operation,

In April 1990, the Board of Directors authorized the creation of Energyline Corporation. a
wholly owned subsidiary, which was incorporated in July 1992, Energyline was formed as a gas
pipeline corporation to fund the Company’s investment in the Empire State Pipeline project. On
November 1. 1993 Empire commenced service to the Company s gas distribution facilities. The
Company has authority to invest up to $20 million in Empire, In June 1993 Empire secured a
$150 mithon credit agreement, the proceeds of which are to finance approximately 75 percent
of the tatal construction cost and initial operating expenses. Energyline is obligated to pay up
10 20% of the balance outstanding subject to a commitment of $9.7 million under the credit
agreement. Excluding the loan commitment, at December 31, 1993 the Company had invested
a net amount of $10.2 million in Energyline.

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

Rates and Revenue.

Revenue is recorded on the basis of meters read. In addition, the Company records an
estimate of unbilled revenue for service rendered subseqguent to the meter-read date through the
end of the accounting period

Taniffs for electric and gas service include fuel cost adjustment clauses which adjust the rates
monthly to reflect changes in the actual average cost of fuels, The electric fuel adjustment
provides that ratepayers and the Company will share the effects of any variation from forecast
monthly unit fuel costs on a 50%/50% basis up 1o a $5.6 million cumulative annual gain or loss
to the Company. Thereafter, 100 percent of additional fuel clause adjustment amounts are
assigned to customers. The electric fuel cosi adjustment also provides that any vi dation from
forecast margins below $7.1 million or above $8.5 million on sales to electric utlities be shared
with retail cviomers on a S0%/50% basis.

In addition, there is a similar 50%/50% sharing process of variances from forecasted margins
derived from sales and the transportation of privately owned gas to large customers that can use
alternate fuels.

Under the Company's Electrnic Revenue Assurance Mechanism (ERAM), which was
established in the 1993 multi-year rate settiement, any variations between actual margins and
the established targets may be recovered from or returned to customers, Other performance
incentives or penalties were established in the settlement and under some circumstances could
be recognized periodically. However, through December 31, 1993, no amount was recognized
as recoverabie or payable to customers,

Retail customers who use gas for spaceheating are subject to a weather normalization adjust-
ment to reflect the impact of variations from normal weather on a billing month basis
for the months of October through May. inclusive. The weather normalization adjustment
for a billing cycle will apply only if the actual heating degree days are lower than 97.5 percent
or higher than 102.5 percent of the normal heating degree days. Weather normalization
adjustments lowered gas revenues in 1993 and 1992 by approximately $1.2 million and
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$1.8 million respectively. These adjustments will continue through June 1996 in accordance
with the 1993 multi-year rate settlement agreement.

Deferred Fuel Costs.

The Company practices fuel cost deferral accounting as described above. A reconciliation of
recoverable gas costs with gas revenues is done annually as of August 31, and the excess or
deficiency is refunded to or recovered from the customers during a subsequent twelve-month
period beginning in December. These deterred fuel costs are included as a component of
unbilled revenues.

Utility Plant, Depreciation and Amortization,

The cost of additions to utility plant and replacement of retirement units of property is
caprialized. Cost includes iabor, material, and similar items, as well as indirect charges such as
engineering and supervision, and is recorded at onginal cost. The Company capitalizes an
allowance for funds used during construction approximately equivalent to the cost of capital
devoted to plant under construction that is not included in its rate base. Replacement of minor
items of property is included in maintenance expenses. Costs of depreciable units of plant
retired are eliminated from wtility plant accounts, and such costs, plus removal expenses, less
salvage, are charged to the accumulated depreciation reserve

Depreciation in the financial statements 1s provided on a straight-line basis at rates based on
the estimated useful lives of property, which have resuited in provisions of 2.9%, 2.9% and
3.3% per annum of average depreciable property in 1993, 1992 and 1991, respectively. The
decrease in depreciation provision percentages from 1991 10 1992 is principally the result of a
315 year extension of the Ginna Nuclear Plant license term and lengthening estimated useful
lives at other property.

Nuciear Fuel Disposal Costs.

The Nuclear Waste Policy Act (Act) of 1982, as amended, requires the United States
Department of Energy (DOE) to establish a nuclear waste disposal site and to take title to nuclear
waste. A permanent DOE high-level nuclear waste repository is not expected 1o be operational
belore the year 2010. The DOE is pursuing efforts to establish a monitored retrievable interim
storage facility which may allow it to take title to and possession of nuclear waste prior to the
establishment of a permanent repository. The Act provides for a determination of the fees
collectible by the DOE for the disposal of nuclear fuel irradiated prior to April 7. 1983 and for
three payment options. The option of a single payment to be made at any time prior to the first
delivery of fuel to the DOE was selected by the Company in June 1985, The Company esti-
mates the fees, including accrued interest, owed to the DOE to be $68.1 million at December
31,1993, The Company is allowed by the PSC 10 recover these costs in rates. The estimated
fees are classified as a long-term liability and interest is accrued at the current three-month
Treasury bill rate, adjusted quarterly. The Act also requires the DOE to provide for the disposal
of nuclear fuel irradiated after April 6, 1983, for a charge of one mill (5.001) per KWH of
nuclear energy generated and sold. This charge is currently being collected from customers and
paid to the DOE pursuant to PSC authorization. The Company expects to utilize on-site storage
for all spent or retired nuclear fuel assemblies until an interim or permanent nuclear disposal
facility is operational.

Nuclear Decommissioning Costs.

Decommissioning costs (costs to take the plant out of service in the future) for the
Company’s Ginna Nuclear Plant are estimated to be approximately $150.7 million, and those
for the Company’s 14% share of Nine Mile Two's decommissioning costs are estimated to be
approximately $34.3 million (January 1993 dollars). Through December 31, 1993, the
Corapany has accrued and recovered in rates $61.2 million for this purpose and is currently
accruing and recovering decommissiomng costs at a rate of approximately $8.9 million per year
based on the use of a combination of internal and external sinking funds. (See Note 10.)

(Nate | continued on page 38)
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feontinued from The decommissioning costs, which form the basis for current accruals, were derived from

page 17 the record of the Company's prior rate proceeding (PSC Opinion 93-19, issued August 1993)
and were estima‘ed principally by reference to a formula preseribed by the NRC for the purpose
of providing for ady quate funding at the time of the decommissioning.

Uranium Enrichment Decontamination and Decommissioning Fund.

As part of the National Energy Act (Act) issued in October 1992, utilities with nuclear
generating facilides are assessed an annual fee payable over 15 years to pay for the
decommissioning of Federally owned uranium ennchment facihities. The assessments for
Ginna and Nine Mile Two are estimated to total $24.1 million, excluding inflation and interest.
The first installment of $1.6 million was paid in 1993 and recovered through the fuel adjustment
clause. A liability has been recognized on the financial statements along with a corresponding
regulatory asset. The Compar; velicvo© that the full amount of the assessment will be
recoverable in rates as described in the A,

FERC Order 636.

Under this order, gas supply and pipeline companies are allowed to pass restructuring and
transition costs associated with the implementation of the order on 1o their customers. The
Company, as a customer, has estimated a total of $43.5 million which will be pawd to its
supj ters. A regulatory asset and related deferred credit have been established on the balance
sheet to account for these estimated costs. Approximately $2.2 million of these costs were paid
during 1993 (o various suppliers, and have been included in purchased gas custs (see Note 10).

| Allowance for Funds Used During Construction.

The Company capitalizes an Allowance for Funds Used During Construction (AFUDC)
based upon the cost of borrowed funds for construction purposes, and a reasonable rate upon
the Company’s other funds when so used. AFUDC is segregated into two components and
classified in the Statement of Income as Allowance for Borrowed Funds Used During
Construction, an offset to Interest Charges. and Allowance for Other Funds Used During
Construction, a part of Other Income,

The rates approved by the PSC for purposes of computing AFUDC were: 3.9% from
o September 1, 1993 through December 31, 1993: 4.5% from September 1, 1992 through
August 31, 1993; 5.5% from April I, 1992 theough August 31, 1992; 7.1% from July 1. 1991
through March 31, 1992; 8.6% from Fel:ruary 1, 1991 through June 30, 1991; 9.6% from
January 1, 1991 through January 31, 1991,

In 1984, the Compeny discontinued ceruing AFUDC on a portion of its investment in
Nine Mile Two for which a cash return was allowed. Amounts were accumulated in deferred
debit and credit accounts equal to the ¢ mount of AFUDC which was no longer accrued. The
balance in the deferred credit account was intended to reduce future cash revenue requirements
over a period substantially shorter than the life of Nine Mile Two, and the balance in the
deferred debit account would then be collected from customers over a longer period of time,
The current balances of $19.2 million are expected to remain on the Company's books for
future application by the PSC as a rate moderator,

Federal Income Tax.

For income tax purposes, depreciation is generally computed using the most liberal methods
permitted. The resulting tax reductions are offset by provisions for deferred income taxes only
to the extent ordered or permitted by regulatory authorities.

Statement of Financial Accounting Standards (SFAS) 109, Accounting for Income Taxes,
was adopied by the Company during the first quarter of 1993. SFAS-109 requires that a deferred
tax lability must be recognized on the balance sheet for tax differences previously flowed
through to customers. Substantially all of these Aovw-through adjustments relate to property
plant and equipment and related investment tax credits and will be amortized
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consistent with the depreciation of these accounts. The net amount of the additional liability at
December 31, 1993 was $241 million. In conjunction with the recognition of this liability, a
corresponding regulatory asset was also recognized.

SFAS-109 also requires that a deferred tax Liability or asset be adjusted in the penod of enact-
ment for the effect of changes in tax laws or rates. During the year the statutory income tax rate
was increased one percent to 35%. This resulted in increases of $.6 million and $1.3 million for
current and deferred tax habilities. respectively, There was no earnings impact since the effects
of the tax change have been deferred for future recovery.

The Company uses the separate-penod approach in calculating the interim quarterly tax
provision.

Retirement Health Care and Life Insurance Benefits.

The Company provides certain health care and life insurance benefits for retired employees
and health care coverage for surviving spouses of retirees. Substantially all of the Company’s
employees may become eligible for these benefits if they reach retirement age while working
for the Company. These and similar benefits for active employees are provided through
insurance policies whose premiums are based upon the experience of benefits actually paid.

, In December 1990, the FASB issued SFAS-106 entitled “Accounting for Postretirement
| Benefits Other than Pensions™ effective for fiscal years beginning after December 15, 1992,
! Among other things, SFAS-106 requires accrual accounting by employers foi postretirement
benehits other than pensions reflecting currently earned benefits. The Company adopted this
l accounting practice in 1992,
In September 1993, the PSC issued a “Statement of Policy Concerning the Accounting and
’ Ratemaking Treatment for Pensions and Postretirement Benefits Other than Pensions” The
|
|
|
l
!
1
|

Statement’s provisions require, among other things, ten-yea: oawitization of actuarial gains and
losses and deferral of differences between actual costs and rate allowances. The effects of
applying the ten year amortization of actuarial gains were deferred.

Paostemployment Benefits.

In November 1992, the FASB issued SFAS-112 entitled “Employees” Accounting for Post-
employment Benefits” which is effective for fiscal years beginning after December 15, 1993,
This Statement requires the Company 1o recognize the obligation to provide post-employment
benefits to former or inactive employees after employment but before retirement. The Company
must adopt SFAS-112 not later than the first quarter of 1994, The Company 1s currently evaluat-
ing the impact of SFAS-112; however, based on studies the Company has performed to date, the
adoption of SFAS-112 is not expected to have a matenial effect on the Company 's financial
condition or results of operations. P

Earnings Per Share.

Earnings applicable to each share of common stock are based on the weighted average
number of shares outstanding during the respective years.
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Note 2. Federal Income Taxes

The provision for Federal income taxes is distributed between operating expense and other
income based upon the treatment of the various components of the provision in the rate-making |
process. The following i1s a summary of income tax expense for the three most recent years.

(Thousands of Doliars) 1993 1982 1091 ‘
Charged to operating expense: -

Current $33 453 $36.101 $28,766 i

Deferred 15,877 __ 7480 5493 i
Total 49,330 43,59 34259

! Charged (Credited) to other income: 4

Current {9,182) (717%) (8.211) ‘

Deterred o J_m;) 2976 3631 F

Total ~(9,827) 14195 (4,580) f

Total Federal income tax expense $39,500 $39,396 $29679 i
Lt A AT -~ o

The following is a reconciliation of the difference between the amount of Federal income tax
expense reported in the Statement of Income and the amount computed by muitiplving the
income by the statutory tax rate.

(Thousands of Daliars) T TS 1991

% ot % of % of

Pretax Pretax Pretax
e Amount Income  Amount incoms Amount Income .
Net Income § 78,563 $ 70439 $57,997 .

Add: Federal income tax expense 39,503 __39.396 29679
i Income before Federal income tax !11_3_0_!9 $_1£9_8§§ 3_8_16_76

Computed tax expense $41323 350 $ 37344 340  $09810 340 ‘
Increases (decreases) in tax resulting from: !
Difference between tax depreciation and L

amount deferred 6337 54 6.775 6.2 5.606 6.4
Investment tax credit (2,432) (2.1) (2426) (22) (2432) (28) :
Miscellaneous items, net _ 5,725) (4.8) ____QVZEI_’) 21y E_?L@) _l__g‘_l) "
Total Federal income tax expense $39503 335 $ 39396 359 $29679 339 |

e o a— e . A v— Rl o r——— ——
A summary of the components of the net deferred tax liability is as follows: ,
(Thausands of Dollars) 1983 1992 ;'

Nuclear decommissioning $(11,518) $(13,087;
Nine Mile disallowance (15,200) (19 568) |
Alternative minimum tax (27,908) (27.611) ,
Accelerated deoreciation 164,821 174,237 .
Investment tax credit 34,305 55,206 :
lee storm 5,642 6.519 !
Depreciation and 1TC previously flowed through 246127 o~ '
Other 28319 {4,022) i
Total $425.648 $171673 |
e wa st s |

In 1993, the regulatory asset recognized by the Company as a result of adopting SFAS No. 109
is attributed to $222 million in depreciation, $18 million 1o property taxes, $18 million of

| deferred finance charges-—Nine Mile Two and $4 million of miscellaneous items offset by |
| $21 million attributed to investment tax credits. ; :
| |
; :
y L :
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Note 3. Pension Plan and Other Retirement Benefits

The Company has a defined benefit pension plan covering substantially ali of its employees.
The benefits are based on years of service and the employee’s compensation during the last
three years of employment. The Company’'s funding policy is to contribute annually an amount
consistent with the requirements of the Employee Retirement Income Security Act and the
Internal Revenue Code. These contributions are intended to provide for benefits attributed to
service to date and for those expected 10 be earned in the tuture.

The plan’s funded status and amounts recognized on the Company s balance sheet are as

follows:
(Millians) 1993 19w
Accumulated benefit obligation, including vested benefits of

$286.1in 1993 and $249.6 in 1992 $(309.3)* §(268.1)°

S ess——

Projected benefit obligation for service rendered to date $(429.5)" 5378.0)‘
Less—Plan assets at fair valoe, primarily listed stocks and bonds 4903 4499
Plan assets in excess of projected benefits 60.8 718
Unrecognmized net loss (gain) from past experience different from that assumed and

effects of changes in assumptions (110.6) (102.4)
Prior service cost not yet recognized m net periodic pension ¢ost 13.7 54
Unrecognized net obligation at December 31 _ A2 48
Pension costs accrued $ (31.9)** §(203)

*Actiarial present value
*Flncludes $9.2 milhion peasion plan curtathment charge

Net pension cost included the following components:
! (Millone) 1993 1992 1991

I Service cost—benefits earned during the period $ a7 $ 88 $ 71
Interest cost on projected benefit obligation 30.0 279 264
Actual return on plan assets {60.2) (35.1) {(58.6)
Net amortizanon and deferral 24.3 55 331
Net periodic pension ¢ost $ 28 $ 71 § 80

The projected benefit obligation at December 31, 1993 and 1992 assumed discount rates of
Tpercent and 77 percent, respectively and long-term rate of increase in future compensation
levels of 6 percent and 6 percent, respectively. The assumed long-term rate of return on
plan assets for 1993 and 1992 was 8 percent. The unrecognized net obligation is being
amortized over |5 years beginning January 1986.

in September 1993, the PSC issued a “Statement of Policy Concerning the Accounting and
Ratemaking Treatment for Pensions and Postretirement Benefits Other than Pensions™
(Statement). The 1993 pension cost reflects adoption of the Statement’s provisions which,
among other things, requires ten-year amortization of actuarial gains and losses and deferral of
differences between actual costs and rate allowances.

In addition to providing pension benefits, the Company provides certain health care and life
insurance benefits to retired employees and health care coverage for surviving spouses of
retirees. Substantially all of the Company’s employees are eligible provided that they retire
as employees of the Company. In 1993, the health care benefit consisted of a contribution
of up to $175 per month towards the cost of a group health policy provided by the Company.
The life insurance benefit consists of a Basic Group Life benefit, covering substantially all
employees, providing a death benefit equal to one-half of the retiree’s final pay. In addition,
certain employees and retirees, employed by the Company at December 31, 1982, are
entitled to a Special Group Life benefit providing a death benefit equal to the employee’s
December 31, 1982 pay.

{ Note 2 costinued un page 42)

Roncbessver G arad Bhectene Conprestion 4] —

g s e



A b sl daniil e o ek e e A AT

—— — ——— R o vl L. ol icd e msn ne 1 i R T — o or— B T - R R S ——

{continued from
page 31}

The Company adopted SFAS-106, “Accounting for Postretirement Benefits Other than
Pensions”™ as of January 1, 1992 for financial accounting purposes. Subsequently, with the
issuance of the Statement referenced above, the Company's application of SFAS-106 will
extend to ratemaking purposes as well. The Company has elected to amortize the unrecognized,
unfunded Accumulated Postretirement Benefit Obligation at January 1, 1992 over twenty years
as provided by SFAS-106. The Company intends to continue funding these benefits on a pay-as-
you-go basis.

The plans’ funded status reconciled with the Company’s balance sheet is as follows:

(Mitiions) 1963 1992
Accumulated postretirement benefit obligation:
Retired employees $(39.9) $(35.3)
Active employees (24.9) {23 6)
} $(64.8) $(58.9)
Less-—Plan assets at fair value 0.0 00
Accumulated postretirement benefit obligation (in excess of)
less than fair value of assets (64.8) (58.9)
Unrecognized net loss (gain) from past expenence different from that
assumed and effects of changes in assumptions 29 0.0
Prior service cost not yet recognized in net periodic pension cost 1.7 0.0
Unrecognized net obligation at December 31 507 536
Accrued postretirement hengfit cos g ;
cerued postretirement benetit cost § (8.5) $ (53
Net periodic postretirement benefit cost included the following components:
(Mifiions) 1993 1992
Service cost-—benefits attnibuted to the peniod $07 $07
Interest cost on accumulated postretirement benefit obligation 46 43
Actual return on plan assets 00 0.0
Net amortization and deferral 22 28
Net petiodic postretirement benefit cost $7.5 $78
| wror Lo
! The Accumulated Postretirement Benefit Obligation at December 31, 1993 and 1992
assumed discount rates of 7' percent and 7 percent. respectively and long-term rate of
increase in future compensation levels of 6 percent and 6 percent, respectively.
- 42 Raxhescer Gas and Pleco Compesation
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Note 4. Departmental Financial Information

The Company's records are maintained by operating departments, in accordance with PSC
accounting policies, giving effect to the ratemaking process. The following is the operating data
for each of the Company’s departments, and no interdepartmental adjustments are required to
crrive at the operating data included m the Statement of Income.

{Thousands of Dollars) 1993 1992 1991

Electric .

Operating Information

Operating revenues $ 655316 $ 633.808 § 617542

Operating expenses, excluding provision for income taxes 486,951 482 968 478101

Pretax operating income 168,365 150,840 138,441

Provision for income taxes 43 845 38046 31,390

Net operating incoime § 124,520 § 112794 $ 108.051

Other Information

Depreciation and amortization § 72326 § 711213 § 72746

Nuclear fuel amortization $ 18.861 $ 18.803 § 23606

Capital expenditures § 112,022 $ 100,974 § 97204

Investment Information

Idenuifiable assets (a) $1.978.009 $1.671,492 $1.607,210

Gas '

Operating Information

Operating revenues $293,708 $261,724 $235728

Operating expenses, exc lading proviaon for income taxes 265,510 235,029 216,151
| B sd ol M . L. h
| Pretax operating income 28,198 26,695 19,577

Provision for income taxes 5485 5545 2869

Net aperating income § 22713 $ 21150 § 16,708

Other Information

Depreciation and amortization $ 11,851 $ 11815 $ 11435

Capital expenditures § 27,385 § 2423 $ 26.763

Investment Information

Identifiable assets (u) $491.563 $354 528 §$ 325 451

L#) Excludes cash, uramortized debt expense and other common tems,

Note 5. Jointly-Owned Facilities

The following table sets forth the jointly-owned electric generating facilities in which the Company
is participating. Both Oswego Unit No. 6 and Nine Mile Point Nuclear Plant Unit No. 2 have been
constructed and are operated by Niagara Mohawk Power Corporation. Each participant must provide
its own financing for any additions to the facilities. The Company’s share of direct expenses
associated with these two units is included in the appropriate operating expenses in the Statement
of Income. Various modifications will be made throughout the lives of these plants to increase
operating efficiency or reliability, and to satisfy changing environmental and safety regulations.

Nine Mile

Oswego Point Nuclear

Unit No. 6 Unit Na. 2

Net giegawatt capacity 850 1.080

RO&E's share- - megawalts 204 161

—percent 24 14

Year of completion 1980 1988
___Millions of Dollars at December 31. 1983

Plant In Service Balance §97.7 « $869.8

Acoumulated Provision For Depreciation $320 $441 1

Puant Under Construction § 03 § 124

The Plant in Service and Accumulated Provision for Depreciation balances for Nine Mile Point
Nuclear Unit No. 2 shown above have been increased by the disallowed costs of $374.3 million.
Such costs, net of income tax effects, were previously written off in 1987 and 1989.

Bonbvenier Cun il 1dertyi ¢ ceperibens 43 ‘
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Note 6. Long Term Delt

First Mortgage Bonds
{Thousands)
Princioal Amount
December 31
% Series Due 1943 1992
4% 1] Sept. 15, 1994 $ 16.000 $ 16.000
5.30 v May 1. 1996 18,000 18.000
6% W Sept. 15, 1997 20,000 20,000
6.7 X July 1. 1998 30.000 30.000
%00 X Aug. 15, 1999 30,000 30.000
94 Z Sept. 1, 2000 - 30,000
9 BR June 15, 2006 e 50.000
8% CC Sept. 15, 2007 50,000 50,000
g DD Dec. 1, 2003 - 40,000
6 FE (a) Aug. 1, 2009 10,000 10,000
110.95 Fr Feb, 15. 2005 2.750 5.500
1 3% 1 June 15, 1999 15,000 17,500
X6 LL Aug. 1, 1993 — 75,000
B% OO0 {a) Dec. 1, 2028 25,500 25500
9% Pp Apr. 1, 2021 100,000 100,000
8% QO (b Mar. 15, 2002 100,000 100,000
6.35 RR {a) May 135, 2032 10,500 10.500
6.50 SS (a) May 185, 2032 50,000 50,000
700 (b} €c) Jan. 14, 2000 30.009 —
7.1% ) () Feb. 10, 2003 39,000 -
7.13 (hy(c) Mar. 3, 2003 1,000 -
7.64 ) Mar 15, 2023 33,000 it
7.66 () Mar 15, 2023 5,000 —
767 () Mar. 15, 2023 12,000 o
6375 b (c) Julv 30, 2003 40.000 -
71.45 (<) July 30, 2023 40,000 e
677.750 678,000
Net bond discounmt (768) (770
Less: Dug within one year 21,250 110,250
Total $655,731 $566,980
| I——r—r—.

(@) The Senes EE. Senes OO, Senies RR and Seres SS First Mortgage Botds equal the principal amount of and
provide tor al payments of principal, premium and interest commesponding to the Pollution Control Revenue
Bonds, Series A, Series C, and Petluton Control Refunding Revenue Bonds, Series 1992 A, Series 1992 B
(Rochester Gas and Electric Corporation Projects), respectively. issued by the New York State Energy Rescarch
and Development Authority through a participation agreement with the Company. Payment of the principal of,
and interest on the Series 1992 A and Series 1992 B Bonds are guaranteed under a Bond Insurance Policy by
Municipal Bond Investors Assurance Corporation. The Series EE Bands are subject to a mandatory sinking
fund beginning August 1, 2000 and each August | thereafter. Nine annual deposits aggregating $3.2 million
will be made to the sinking fund, with the balance of $6 8 million principal amount of the bonds becoming due

August 1, 2000,

(h) The Series QQ First Mortgage Bonds and 7% 7.15%. 7.13% and 6.375% medium-term notes described below

are generally not redeemable prior to maturity.

1) In 1993 the Company issued $200 million under a medium-term note program entitled “First Mortgage Bonds,
Designated Secured Mediom-Term Notes, Series A with maturites that range from seven years to thirty years.

The First Mongage provides security for the bonds through a first lien on substantially all the
property owned by the Company (except cash and accounts receivable).

Sinking and improvement fund requirements aggregate $333,540 per annum under the First
Mortgage, excluding mandatory sinking funds of individual senes. Such requirements may be
met by certification of additional property or by depositing cash with the Trustee. The 1992 and
1993 requirements were met by certification of additional property,

| N
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Sinking fund requirements and bond matunities for the next five years are:

February 15,

June 15,

Promissory Notes

(Thousands) 1994 1995 1996 1967 1998

Series FF (d) $ 2750

Senes 11 (¢) 2,500 $2 500 $ 2,500 § 2500 2 2500

Series U 16,000

Series V 18.000

Series W 20.000

Series X el E s S - e _30.000
$21.250 $2.500 $20,500 §22.500 $32,500
T e s o — e as s - ——

(«d) The Series FF First Mongage Bonds are subject to g mandatory sinking fund of 52,75 milhon annually each

(e) The Series 11 First Mortgage Bonds are subject 1o @ mandatory sinking fund of $2.5 milhon annuaily each

‘ Total

ey (Thousanﬂgs)'
December 31
Issued Due 1943 1992
November 13, 1984 (1) October 1, 2014 $51,700 $51,700
December 5, 1985 (g) November 15, 2015 40,200 40200
$91,900 $91,900
et S b -

(11 The $51.7 mulhion Promissory Note was issued in connection with NYSERDA's Floating Rate Monthly
Demand Pollution Control Revenue Bonds (Rochester Gas and Electric Corporation Project), Senes 1984,
This obligation is supported by an irrevocable Letter of Credn expiring October 15,1994, The interest rate on
this note for each monthly interest payment period will be based on the evaluation of the yields of short term

tax-exempl securities at par having the same credit ruting @s said Series 1984 Bonds. The average interest rate

vonverted toa fixed rate.

December 31, 1993,

was 2.19% Tor 1993, 2 74% for 1992 and 4.32% for 1991, The interest rate will be adjusted monthly unless

(g) The $40.2 milhion Promissory Note was issued in connection with NYSERDA's Adjustable Rate Polhwtion

i Control Revenue Bonds (Rochester Gas and Electric Corporation Project). Senes 1983, This obligation is
supported by an irrevocable Letter of Credit expiring November 30, 1996 The annual interest rate was
adjusted to 4.50% effective November 15, 1991, w0 3. 10% effective November 15, 1992 and 1o 2.75% effective
November 15, 1993, The interest rate will be adjusted annuvally uniess ¢onverted o a fixed rae.

The Company is obligated to make payments of principal, premium and interest on each
Promissory Note which correspond to the payments of principal, premium. if any, and interest
on certain Pollution Control Revenue Bonds issued by the New York State Energy Research
and Development Authonity (NYSERDA) as described above. These obligations are supported
by certain Bank Letters of Credit discussed above. Any amounts advanced under such Letters of
Credit must be repaid, with interest, by the Company.

Based on an estimated borrowing rate at year-end 1993 of 6.68% for long term debt with
| similar terms and average matunities (14 years), the fair value of the Company's long term debt
] outstanding (including " romissory Notes as described above) 1s approximately $816 milhion at

Rxibsantest Cran g Flge s O orpospaicn
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Note 7. Preferred and l’rvierenm- Stock

Iype hy Order of Semonty Par Value " Shares Au«honzuﬁ Shares Omstan'img
Preferred Stock (cumulabive ) $100 2.000.000 1,150,000*
Preferred Stock (cumulative) 25 4,000,000 —
Preference Stock 1 5.000 000 —
Rl et asass morwa

*See below for mandatary redemplion reguirements

No shares of preferred or preference stock aie reserved for employees, or for options, warrants,
conversions, or other rights.

1 l’r( f(’ﬂ‘l’d Stock. not xuhwu to mundalmw rede mpuun

Shares Thousands) = Optional
Outstanging December 31 Redamption
% Serips December 31, 1943 1943 1992 (per share) #
4 F 120,000 $12.000 $12.000 $105
4.10 H 80,000 8.000 65,000 101
4% I 60,000 6,000 6,000 101
410 ] 50,000 5,000 5.000 1025
495 K 60.000 6,000 6,000 102
4 .55 M 100,000 10,000 16,000 ‘0
7.50 N 200,000 20,000 20,000 102
Total 670,000 $67, $67.000
1 Moo v A" e v

EMuy be redeemed at any time at the option of the Company on 30 days minimam notee, plus acerued dividends in all cases

B P ('ferrrd Sm(k xuhlu.l o nmndamr\ wdcmplmn

Snm« Aﬁ.__ﬂflr.'?_usff‘fs_’__,.-, ki Optional
Outstanding December 31 Redemption
% Serigs December 31 1993 1993 1992 (per share)
R.2S R 180,000 $18,000 $30,000 $102 00 Before 3/1/94+
745 S 100,000 10,000 10,000 Not applicable
7.58 T 100,000 10,000 10,000 Not applicable
765 U 100,000 10,000 10,000 Not applcable
480,000 $48 000 $60.000
Less: Due within one year 60,000 ~ 6.000 _6.000%"
Total 420,000 $42 000 $54 000

+ Thercafter at $100.00
**Excludes §6 million optional redemption effective March | 1993

Mandatory Redemption Provisions.

In the event the Company should be in arrears in the sinking fund requirement, the Company
may not redeem or pay dividends on any stock subordinate to the Preferred Siock.

Series R. Mandatory redemption of 60,000 shares per year at $100 per share commenced on
March 1, 1993 for Series R and on each March | thereafter, so long as any shares remain
outstanding. In addition, the Company has the non-cumulative right to redeem up to an
additional 60.000 shares on the same terms and dates applicable to the mandatory sinking
fund redemptions. The Company redeemed 120,000 shres on March 1, 1993 and the Company
has the right to redeem up to the remaining 180,000 shares on March 1, 1994,

Series S, Series T, Series U, All of the shares are subject 1o redemption pursuant to manda-
tory sinking funds on September 1, 1997 in the case of Series S, September 1. 1998 in the case
of Series T and September 1, 1999 in the case of Series U; in each case at $100 per share.

Based on an estimated dividend rate at year-end 1993 of 5,25% for Preferred Stock, subject
to mandatory redemption. with similar terms and average maturities (3.25 years), the fair value
of the Company s Preferred Stock. subject to maadatory redemption, is approximately
$53 milhon at December 31, 1993,

Row bestes Clas sl Bhevan: Conpragtion
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Note 8. Common Stock

At December 31, 1993, there were 50,000,000 shares of $5 par value Common Stock autho-
rized, of which 36,911,265 were outstanding. No shares of Common Stock are reserved for
options, warrants, conversions, or other rights, There were 1,193,613 shares of Common Stock
reserved and unissued for sharcholders under the Automatic Dividend Reinvestment and Stock
Purchase Plan and 253,090 shares reserved and unissued for employees under the RG&E
Savings Plus Plan,

Common Stock

Shares Amount
Per Share Qutstanding {Thousands )
Balance, January 1, 199] 31,421,268 $516.388

Automatic Dividend Remnvestment
and Stock Purchase Plan $18.750-823 163 571,669 11,252
Savings Plus Plan $19.375-823 563 108,202 2,194
Capital Stock Expense L (495)
Balance, December 31, 199§ 32101139 $529,339
Sale of Stock $24 000 2,000.000 48.000

Automatic Dividend Renvestment
and Stock Purchase Plan $21.325-824.850 584 854 13,338
Savings Plus Plan $22.063-825.188 110,666 2,590
Capital Stock Expense (1,735)
Balance, Decerber 31, 1992 34,796 659 $591 532
Sale of Stock $29.625 1.500,000 44 438

Automatic Dividend Remnvestiment
and Stock Purchase Plan $25 475-829 413 515.036 14076
Savings Plus Plan $25 813-§29.250 99,570 2741
Capital Stock Expense (615)
Balance, December 31, 1993 36.911,265 $652.172
S —————— S T -

Note 9. Short Term Debt

At December 31, 1993 and December 31, 1992, the Company had short term debt outstand-
ing of $68,1 million and $50.8 million, respectively. The weighted average interest rate on short
term debt outstanding at year end 1993 was 3.46% and was 3.48% for borrowings during the
year. For 1992, the weighted average interest rate on short term debt outstanding at year end
was 3.99% and was 4.28% for borrowings during the year.

On December 1, 1988 the Company renewed its $90 million revolving credit facility for a
period of three years and this agreement has been regularly extended. In November of 1993
the Company was granted a one-vear extension of the commitment termination date 1o Decem-
ber 31, 1996, Commitment fees related to this facility amounted to €1 55,000 m 1993, $169,000
in 1992 and $149,000 in 1991,

The Company’s Charter provides that unsecured debt may not exceed 15 percent of the
Company s total capitalization (excluding unsecured debt), As of December 31, 1993, the
Company would be able to incur $19.2 mithion of additional unsecured debt under this provi-
sion. In order (o be able to use its revolving credit agreement, the Company has created a subor-
dinate mortgage which secures borrowings under its revolving credit agreement that might
otherwise be restricted by this provision of the Company’s Charter.

Since June 1990 the Company has had a credit agreement with a domestic bank providing for
up to $20 million of short term debt. Borrowings under this agreement, which has been
extended to December 31, 1994, are secured by the Company's accounts receivable.

Also, additional unsecured short term borrowing capacity of up to $70 million is available
from domestic banks, at their discretion




|

Note 10, Commitments and Other Matters

Capital Expeny'tures.

The Company - 1994 construction expenditures program s currently estimated at $138 million,
including $16 mu ion related to replacement of the steam generators at the Ginna Nuclear Plant and
$2 million of Anowance for Funds Used During Construction. The Company has entered into
certain commitments for purchase of materials and equipment in connection with that program,

Nuclear-Related Matters.

Decommissioning Trust. Under accounting procedures approved by the PSC, the Company has
been collecting in its electric rates amounts for the eventual decommissioning of its Ginna Plant and
for its 14% share of the decommissioning of Nine Mile Two. The operating hcenses for these plants
expire in 2009 and 2026, respectively. The Company has collected approximately $61.2 million
through December 31, 1993,

The Nuclear Regulatory Commission (NRC) requires reactor licensees to submit funding plans
that establish minimum external funding levels tor reactor decommissioning. The Company’s plan
consists principally of an external decommissioning trust fund covering both its Ginna Plant and its
Nine Mile Two share. Since 1990, the Company has contributed some $36.9 million to this fund.

In addition, the Company maintains an internal reserve to fund the removal of non-radioactive struc-
tures, & feature not covered by the NRC minimum funding.

In connection with the Company’s rate settlement completed in August 1993, the PSC approved the
collection during the rute year ending June 30, 1994 of an aggregate $8.9 million for decommission-
ing, covering both nuclear units, The amount allowed in rates is based on estimated ultimate decom-
mussioning costs of $150.7 million for Ginna and $34.3 million for the Company’s 14% share of Nine
Mile Two (January 1993 dollars). This estimate is based principally on the application of a NRC
tormula to determine minimum funding. Site-specific studies of the anticipated costs of actual
decomnussiomng are required to be submitted to the NRC at least five years prior to the expiration
of the license. The Company intends to fund the external decommissioning trust in the amount of
the NRC minimum funding requirement. The difference between the amount to be collected and the
NRC minimum will be held i an internal reserve.

The Company is aware of recent NRC activities related to upward revisions to the required
minimum funding levels. These activities, primarily focused on disposition of low level radioactive
waste, may require the Company to increase funding. The Company continues to monitor these
activities but cannot predict what regulatory actions the NRC may ultimately take.

Uranium Enrichment Decontamination and Decommissioning Fund. Nuclear reactor licensees
in the U.S. are assessed annually for the decontamination and decommissioning of Department of
Energy (DOE) enrichment facilities. The Company made the first of 15 annual payments for this
purpose in September 1993, remitting approximately $1.6 million ($1.5 million for the Ginna Plant
and $0.1 mitlion for its share of the Nine Mile Two plant). For the two facilities the Company
recognized habilities at December 31, 1993 of $23.4 million ($21.7 million as a long-term hability
and $1.7 million as & current liability). In October 1993, the Company began recovery of this
deferral through its fuel adjustment clause.

Insurance Program. The Price-Anderson Act establishes a tederal program, providing indemnifi-
cation and insurance against public liability, applicable in the event of a nuclear accident al & licensed
US. reactor. As a result of amendments to the Act in 1982, the limit of liability has increased to
approximately $9.4 billion. Also in 1988 coverage was expanded 1o include precautionary evacua-
tions and the Act was extended until the year 2002, Under the program, claims would first be met by
insurance which licensees are required 1o carry in the maximum amount available (currently
$200 mithion). If claims exceed that amount, licensees are subject to a retrospective assessment up
to $75.5 million per licensed facility for each nuclear incident, payable at a rate not to exceed
$10 million per year. Those assessments are subject to periodic inflation-indexing and to a 5% sur-
charge if funds prove insufficient 1 pay claims. In addition, the retrospective assessiments would be
subject to a three percent charge for premium tax. The Company's interests in two nuclear units could
thus expose it to a potential liab lity for each accident of $86.1 million through retrospective assess-
ments of $11.4 mithon per year in the event of a sufficiently serious nuc'ear accident at its own or
another U.S. commercial nuclear reactor.

Beginning in 1988, coverage for claims alleging radiation-induced injuries to some workers at
nuclear reactor sites was removed from the nuclear lability insurance policies purchased by the
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Company. Coverage for workers first engaged in nuclear-related employment at a nuclear site prior
to 1988 continues to be provided under then-existing nuclear liability insurance policies. Those
workers first employed at a nuclear facility in 1988 or later are covered under a separate, industry-
wide insurance program. That program contains a retrospective premium assessment feature
wherehy participants in the program can be assessed to pay incurred losses that exceed the
program’s reserves, Under the plan as currently established, the Company could be assessed a
maximum of $3.1 million over the life of the insurance coverage.

The Company is a member of Nuclear Electric Insurance Limited. which provides insurance
coverage for the cost of replacement power during certain prolonged accidental outages of
nuclear generating units and coverage for property losses in excess of $500 million at nuclear
generating units. As of December 31, 1993, the Company is purchasing a weekly indemnity limit of
$3.5 milhion in the NEIL 1 replacement power expense program and full policy limits of $1.4 billion
in the NEIL 1T Property Insurance Program for the Ginna Nuclear Power Plant. Coverage under the
Property Insurance Program includes the shortfall in the NRC required external trust fund resulting
from the premature decommissioning of a nuclear power plant following an accident with property
damage in excess of $500 mallion. The Company currently has designated $166 million as a
sublimit for this coverage at the Ginna Nuclear Power Plant. For its share in the generation of
Nine Mile Two the Company purchases a weekly indemnity limit of $.5 million in the NEIL |
replacement power expense program. The owners at Nine Mile Two purchase the full policy limit of
$1.4 hillion in the NEIL 11 Property Insurance Program and the Company pays its proportionate
share of those premiums. The owners at Nine Mile Two have selected the maximum available
siblimit of $250 million for premature decommissioning. If an insuring program’s losses exceeded
its other resources available to pay claims, the Company could be subject to maximum assessments
in any one policy year of approximately $4.9 million and $14.9 mullion in the event of losses under
the replacement power and property damage coverages, respectively.

Environmental Matters.

The production and delivery of energy are necessarily accompanmed by the release of by-products
subject to environmental controls. In recognition of the Company's responsibility to preserve the
guality of the air, water. and land it shares with the com vunity it serves, the Company has taken a
varety of measures {e.g., self-auditing, recycling and wase minimization, training of employees in
hazardous waste management) to reduce the potential for adverse environmental effects from its
energy operations and, specifically, to manage and appropriately dispose of wastes currently being
generated. The Company, nevertheless, has been contacted, along with numerous others, conceming
wastes shipped off-siie to licensed treatment, storage and disposai sites where authorities have later
questioned the handling of such wastes. In such instances, the Company typically seeks to cooperate
with those authorities and with other site users to develop cleanup programs and to fairly allocate
the associated costs.

As part of its commitment 1o environmental excellence, the Company is conducting proactive Site
Investigation and Remediation (SIR) efforts at Company-owned sites where past waste handling and
disposal may have occurred, The Company currenily estimates the total costs it could incur for SIR
activities at Company-owned sites to be about $20 million. This estimate will vary as better site
information is available. The Company anticipates spending $10 million over the next § years on
SIR initiatives. Approximately $4.5 million has been provided for in rates through June 1996 for
recovery of SIR costs. To the extent actual expenditures differ from this amount, they will be
deferred for future disposition and recovery as authorized by the PSC.

In 1985, the New York State Department of Environmental Conservation (NYSDEC) identified
property in the vicinity of the Lower Falls of the Genesee River (the Lower Falls) in Rochester as an
inactive hazardous waste disposal site. The Company owns, and was the prior owner or operator of,
a number of locations within the Lower Falls. In mid- 1991, NYSDEC advised the Company that it
had dehisted the Lower Falls site, i.e., removed it from its Registry of Inactive Hazardous Waste
Disposal Sites. The effect of delisting is to terminate the Company’s status as a potentially
responsible party for the Lower Falls site, to discontinue the pending NYSDEC review of a joint
Company/City of Rochester proposal for a limited further investigation of the Lower Falls, to defer
the prospect of remedial action and perhaps to end any Company sharing of the cost thereof.
However, NYSDEC also stated its intention to consider listing individual coal gasification sites
within the larger, original site once the State of New York adopts new federal hazardous waste

{Note 10 continued on page 50)
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On May 21, 1993, the Company was notified by NYSDEC that it was considered a potentially
responsible party (PRP) for the Frontier Chemical Pendleton Superfund Site located in Pendleton, NY.
The Company has signed & PRP Agreement with approximately 15 parties and is participating in
negotiations for an Administrative Order on Consent with NYSDEC. The PRPs have negotiated
a workplan for site remediation and have retained a consulting firm to implement the workplan.
Preliminary estimates indicate site remediation will be between $6 and $8 million. The Company
is participating with the group to allocate costs among the PRPs. An allocation scheme has yet to
be developed.

Monitoring wells installed at another Company facility in 1989 revealed that an undetermined
amount of leaded gasoline had reached the groundwater. The Company has continued to monitor
free product levels in the wells, and has begun a modest free product recovery project. reports on
both of which are routinely furnished to the NYSDEC. Free product levels in the wells have declined,
hut authorities may require further remediation once most of the free product has been recovered.

The Company is developing strategies responsive to the Federal Clean Air Act Amendments of
1990 (Amendments). The Amendments will primarily affect air emissions from the Company’s
fossil-fueled electric generating facilities. The Company 1s in the process of identifying the optimum
mix of control measures that will allow the fossil fuel based portion of the generation system to fully
comply with applicable regulatory requirements. Aithough work is continuing, not all compliance
control measures have been determined. The Company has adopted control measures for nitrogen
oxides (NOx ; emissions which must be in effect by the federally mandated compliance date of
May 31, 1995. The chosen NOx control measures consist of the installation of low NOx burners on
some units, the derating of unit generation by taking burners out of service on other umits and
placing one unit on cold standby with the redistribution of load to the remaining more efficient units,
Capital costs for NOx controls and the installation of continvous emission monitoring systems are
not expected to exceed $6.8 million and will be incurred during 1994 and 1995, A range of capital
costs between $20 milhon and $30 million (1993 dollars) has been estimated for the implementation
of several potential scenarios which would enable the Company to meet the foreseeable future NOx
and sulphur dioxide requirements of the Amendments, These capital costs would be incurred
between 1996 and 2000. The Company currently estimates that it could also incur up to $2 million
(1993 dollars) of additional annual operating expenses, excluding fuel, to comply with the
Amendmients. The use of scrubbing equipment is not presently being considered. Likewise, the
purchase or sale of “emission allowances,” as allowed by the Amendments, is not currently being
considered. The Company anticipates that the costs incurred 1o comply with the Amendments will
be recoverable through rates based on previous rate recovery of environmental costs required by
governmental authorities.

Gas Cost Recovery.

Many interstate gas pipeline companies entered into contracts with gas producers which required
the mipeline companies 10 pay for a minimum amount of gas whether or not the gas is actually taken
from the producer (take-or-pay costs). Pursuant to FERC authorization, the Company's gas suppliers
have included certain amounts of their take-or-pay costs in the rates charged to the Company.

The PSC instituted a proceeding in October 1988 to determine the extent to which the gas distri-
bution companies in New York State would be permitted to recover in rates the take-or-pay costs
imposed upon them. Through a series of subsequent settlements between the Staff of the PSC and
the Company, the Company was permitted to recover in rates 87.5% of the first $12 million of the
pipeline take-or-pay costs imposed upon it and all such costs in excess thereof except for a
maximum of $562,500.

As of December 31, 1993 the Company had been billed for $17.6 million of take-or-pay costs and
has thus far recovered $16.4 million from its customers. The Company expects only insignificant
amounts of take-or-pay costs remain to be billed to the Company.

As a result of the restructuring of the gas transportation industry by the FERC, there will be a
nuimber of changes in this aspect of the Company’s business over the next several years These
changes, which will apply throughout the industry, will affect different companies differently and
may result, at least initially, in increases in the gas transportation costs of the Company. The
Company will also be required to pay a share of certain transition costs incurred by the pipelines as
a result of the FERC restructuring. Although the final amounts of such transition costs are subject
1o continuing negotiations with several pipeiines and ongoing pipeline filings requiring FERC

(Nate F0 continued on page 52}
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{continued from
page 51}

approval, the Company expects such costs to range between $43.5 and $52.0 million. A substantial
portion of such costs will be on the CNG Transmission Corporation (CNG) system of which approx-
imately $27 million was billed to the Company on December 3, 1993 payable over the following
three years. The Company expects these transition costs to be recoverable in its rates.

In a related matter, in connection with the development of the Empire State Pipeline (“"Empire"”),
the Company is commutied as of November 1993, 1o transportation capacity from Empire, to
upstream pipeline trunsportation and storage service and to the purchase of natural gas in quantities
corresponding o these transportation and storage arrangements. The Company also has certain con-
tractual obligations with CNG whereby the Company 1s subject to demand charges for transporta-
tion capacity for a period of eight years. In October 1993, the effective date of implementation of
pipeline restructuring pursuant o FERC Order No. 636 and CNG's individual restructuring in
Docket No. RS92-14, CNG's transportation rights on upstream pipelines were assigned to its cus-
tomers, including the Company. The Company has concluded the corresponding contracts with
those upstream pipelines.

The transportation service to be provided by Empire was scheduled to phase in over 12 months,
at which point the combined CNG and Empire transportation capacity would have exceeded the
Company’s current requirements. Therefore, the Company recently entered into a marketing
agreement with CNG, pursuant to which CNG will assist the Company in obtaining permanent
replacement customers for the transportation capacity the Company will not require. It may
renegotiate its arrangements with NG and/or Empire or it may negotiate assignment, on a
permanent or temporary basis, of the transportation capacity that exceeds the requirements of its
customers. In addition, under FERC rules, the Company may sell its excess transportation capacity
in the market. While CNG has already secured letters of intent for a substantial portion of such
capacity, whether and to what extent CNG and/or the Company can successfully negotiate the
assignment or sale of the excess capacity, or at what price, cannot be determined at the present time.
The retention of some or all of this excess transportation capacity may cause an increase in the
Company's gas supply costs. This would be in addition to any increase caused by other aspects of
the gas transportation restructuring,

Gas Purchase Undercharges.

The Company became aware during 1993 that it did not account properly for certain gas
purchases tor the period August 1990--August 1992 resulting in undercharges to gas customers
ol approximately $7.5 million. The Company had previously estimated the etfect to approximate
as much as $10 million: however, further review determined that the magnitude of the error on
previously reported operations was substantially less.

The undercharges arose from the increased complexity arising from the federal deregulation of
e gas industry and the Company's transition from a full requirements customer of one gas supplier
to the purchase of gas transportation service and natural gas on the open market, Problems of this
type are routinely corrected through the Gas Adjustment Clause process and appropriate amounts
are collected from or refunded to customers. Of the total undercharges, $2.3 million has previously
been expensed and $5.2 mithion had been deferred on the Company's balance sheet.

The Company advised the PSC and all parties to the Company’s most recent rate proceeding of
the undercharges. In its August 24, 1993 Order approving the Company's three-year rate settlement
the PSC made the Company s current gas rates temporary solely to consider the impacts of the erro-
neous gas accounting, and tn a September 13, 1993 Order the PSC instituted a proceeding to investi-
gate the resulting undercollections and the recoverability of such amounts from customers. In its
September 13 Order the PSC directed the Company to demonstrate fully the existence and amount
of the undercharges, to explain the reasons for the errors, and to address possible general and
specific legal limitations on the Company s right to recover portions of the undercharges. The
Company filed evidence and analysis responsive to that Order on October 27, 1993,

On December 30, 1993, a proposed settlement among the Company, PSC Staff and another party
was filed with the PSC. It proviues for the recovery in raies of $3.2 million over three years, subject
to audit and to limitations on rate adjustments established in the August 24 Order. The Company
wrote off the $2.0 million balance of the undercharges as of December 31, 1993, That write-off
amounts to a reduction in 1993 earmings of four cents per share, net of tax. Although no party, to the
Company's knowledge, opposes the proposed settiement, the Company is unable to predict whether
the PSC will approve it.

-
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Dther Matters.

Regulatory Disallowances, In June 1992 the Company recorded a charge to eamings of
$8.2 million in connection with ice storm resteration costs disallowed by the PSC. In December 1991,
the Company recorded a non-cash charge against earmings of $10 milhion for refunds to be made o
customers in connection with a PSC fuel procurement audit.

Nuclear Fuel Enrichment Services. The Company has a contract with the United States
Enrichment Corporation (USEC), formerly with the DOE, for nuclear fuel ennchment services
which assures provision of 70% of the Ginna Nuclear Plant’s requirements throughout its service
life or 30 years, whichever is less. No payment obligation accrues unless such enrichment ser ices
are needed. Annually, the Company is permitted to decline USEC-furnished enrichment for a future
year upon giving ten years' notice. Consistent with that provision, the Company has terminated its
commitment to USEC for the years 2000, 2001 and 2002. The USEC waived, for an interim period,
the obligation to give ten years’ notice for 2003, The Company has secured the remaining 30% of its
Ginna requirements for the reload years 1994 through 1995 under different arrangements with
USEC. The Company plans to meet its enrichment requirements for vears beyond those already
committed by making further arrangements with USEC or by contracting with third parties. The
cost of USEC ennchment services utilized for the next seven reload years (priced at the most current
rate) ranges from $4 mallion to $7 mithon per year

Assertion of Tax Liakility. The Company’s federal income tax returns for 1987 and 1988 have
been examined by the Internal Revenue Service (IRS) which has proposed adjustments of
approximately $29 million.

The adjustments at 1ssue generally pertain to the characterization and treatment of events and
relationships at the Nine Mile Two project and to the appropriate tax treatment of investments made
and expenses incurred at the project by the Company and the other co-tenants. A principal issue
appears to be the year in which the plant was placed in service,

The Company has tiled a protest of the IRS adjustments to its 198788 tax liability and has had an
initial hearing before the appeals officers. The Company believes it has sound bases for its protest,
but cannot predict the outcome thereof. Generally, the Company would expect to receive rate relief to
the extent it was unsuccessful in its protest except for that part of the IRS assessment stemming from
the Nine Mile Two disallowed costs, although no such assurance can be given.

Report of Independent Accountants
: . 1900 Chase Square
Frice Waterhouse ”

Rochester, New York 14604-1984
January 14, 1994

To the Shareholders and Board of Directors of

Rochester Gas and Electric Corporation

In our opimon, the accompanying consolidated halance sheets and the related consohdated statements
of income. retained earnings and cash flows present fairly, m all material respects, the financial
position of Rochester Gas and Electric Corporation and its subsidiaries at December 31, 1993 and
1992, and the results of their operations and their cash flows for each of the three years in the peniod
ended December 31, 1993 in conformity with generally accepted accounting principles. These tinan-
cial state.nents are the responsibility of the Company's management; our responsibility 18 to express
an opinion on these financial statements based on our audits. We conducted our audits of these state-
ments in accordance with generally accepted auditing standards which require that we plan and
perform the audit to obtain reasonable assurance about whether the financial statements are free of
maienal misstatement. An audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements, assessing the accounting principles used and
sigmficant estimates made by management, and evaluating the overall financial statement presenta«
tion. We believe that our audits provide a reasonable basis for the opimion expressed above,

As discussed in Note 1 to the financial statements, the Company adopted the provisions of
Statement of Financial Accounting Standards No. 109, “Accounting for Income Taxes™ in 1993.
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Report of Management

The management of Rochester Gas and Electric Corporation has prepared and is responsible
for the financial statements and related financial information contained in this Annual Report.
Management uses its best judgements and estimates to ensur: that the financial statements reflect
fairly the financial position, results of operations and cash flows of the Company in accordance with
generally accepted accounting principles. Management maiatains a system of internal accounting
controls over the preparation of its financial statements designed to provide reasonable assurance as
to the integrity and reliability of the financial records.

This system of internal control includes documented policies and guidelines and periodic evalua-
tion and testing by the internal audit department.

The Company's financial statements have been examined by Price Waterhouse, independent
accountants, in accordance with generally accepted auditing standards, Their examination includes a
review of the Company's system of internal accounting control and such tests and other procedures
necessary to express an opinion as to whether the Company's financial statements are presented
fairly in all material respects in conformity with generally accepted accounting principles. The
report of Price Waterhouse is presented on page 53.

The Audit Committee of the Board of Directors is responsible for reviewing and monitoring the
Company’s financial reporting and accounting practices. The Audit Committee meets regularly with
management and the independent accountants to review auditing, internal control avd financial
reporting matters. The independent accountants have direct access to the Audit Committee, without
management present, to discuss the results of their examinations and their opinions on the adequacy
of internal accounting controls and the quality of financial reporting.

Management believes that, at December 31. 1993, the Company maintained an effective system
of internal control over the preparation of its published financial statements

i . PN
Roger W. Kober Thomas §. Richards

Chairman of the Board, President and Chief Executive Officer Senior Vice President, Finance and Ceneral Counse!

January 22, 1994

Interim Financial Data

Ini the opinion of the Company, the following quarterly information includes all adjustments, consisting of
normal recurring adjustments, necessary for a fair statement of the results of operations for such periods. The
variations in operations reported on a quarterly basis are a result of the seasonal nature of the Company’s
business and the availability of surplus electricity.

{Thousands of f)—ollarsy

Earnings per

Operating Operating Nat Earnings on Common Share

Quarter Ended Revertues income Income Common gslock (in goliars)
December 31, 1993% $25¢6,210 $43,756 $22.366 $20.541 $ 56
September M), 1993+ 211,278 38,058 20,204 18,379 5
June M), 1993 203,252 21,296 6.900 5,084 15
hlarch 31, 1993 272,275 44124 29,084 21,258 78
December 31, 1992 $244.290 $41744 $28 146 827,073 $ 77
September 50, 1992 198,341 33.006 17,507 15435 45
June 30, 1992%*+ 106 154 16,460 (4,579) (6.651) (.20
March 31, 1992 257,747 42735 28.365 26,2493 81
Degember 31, 199 #**+ $226.331 §38,578 $14.611 §12 467 $ .38
Septernber 30, 1991 195,629 31,752 17,262 15,756 49
June 30, 199] 182 637 17.230 1538 32 —_
March 31, 1991 245,673 37198 24 286 22,780 72
smmmeseen e ——e —r— s oo w——seaw

*Includes recogmition of $1.9 million net-ol-tax pension plan curtailment

**includes recognition of $3.4 milhion net-of-tax pension plan curtaiiment
***Includes recogmnion of $5.4 milbon net-of-tax ice storm disallowance

sea ncludes recognition of $6 6 milhion pet-of-tux fuels sudit disellowance.
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Common Stock and Dividends

Earnings/Dividends 1983 1992 1991 Shares/Shareholders 1993 1992 1991
Earnings per weighted Number of shares (000's)

average share $200 §$186 3160 Weighted average 35,598 33258 31,794
Dividends paid Actual number at

per share $1.72  $168  §1.62 December 31 36,911 34797 32101

Number of sharcholders
at December 3] 38,102 39017 39157

Tax Status of Cash Dividends

Cash dividends paid in 1993, 1992 and 1991 were 100 percent taxable for Federal income tax
purposes.
Dividend Policy

The Company has paid cash dividends quarterly on its Common Stock without interruption
since 1t became publicly held in 1949, The level of future cash dividend payments will be
dependent upon the Company s future earnings, its financial requirements and other factors. The
Company s Certificate of Incorporation provides for the payment of dividends on Common
Stock out of the surplus net profits (retained earnings) oi the Company.

Quarterly dividends on Common Stock are generally paid on the twenty-fifth day of January,
April, July and October. In January 1994, the Company paid a cash dividend of $.44 per share on its
Common Stock, up $.01 from the prior quarterly dividend payment of $.43. The January 1994
dividend payment is equivalent to $1.76 on an annual basis.

Common Stock Trading

Shares of the Company’s Common Stock are traded on the New York Stock Exchange under
the symbol “RGS™.

1993 1992 1881
Cominon Stock - Price Range
High
1st quarte 28% 23% 20 %
2nd Guarter 28 24 20%
Ard gquarter 29% 247 204
4th quarter 29 25% 23
Low
I8t guarter 244 204 17%
, 2nd quarier 25% 21% 19
3rd quarter 27% 22% 18
4th quarter 247 23% 20%
At December 31 26 24, 23%
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Selected Financial Data
(Thousands of Dollars) Year £nged Dscember 31 1963 1992 1991 1990 1989 1988
Consolidated Summary of Operations |
Operating Revenues ‘
Electric $€36,955  $608.%.. $588930  $551930  §543096  $514,637
Cias 293,708 261724 235,728 236,496 264,573 231,217
932,663 864,991 624 658 788,426 8C7.669 745 854
Electric sales to other utilities 16,361 25541 28612 42465 38,028 29,966
Total Operating Revenues 849,024 895,532 853,270 830.891 845697 775,820
Operating Expenses
Fuel Expenses
Electric fuels 45 871 48,./6 65105 76,420 75,873 65787
Purchased electricity 31,563 29,706 27 683 34,264 39 645 30,299
Gas purchased for resale 166 884 141261 12077¢ 132512 152,623 129,596
Total Fuel Expenses gqug 219373 222 567 243196 268,141 225 682
Operating Revenues Less Fuel Expenses 704 706 676,159 630,703 587 695 577 556 550,138
Other Operating Expenses
Operations excluding fuel expenses 235,381 226 624 208 440 194,594 173,764 159.689
Maintenance 61,683 62,720 65417 62,391 64 316 52,575
Depreciation and Amortization 84,177 85,028 84181 77,767 75,063 69,703
Taxes —Jocal, state and other 126 892 124,252 113,649 101,035 95,341 88,635
Federal income tax —current 33,453 36,01 28,766 20.661 20,509 20,363
deferred 158717 7490 5493 13,829 17,330 20,299
Total Other Operating Expenses 557,473 542215 505944 470277 = 446323 411,264
Operating Income 147,233 133944 124759 117418 131233 138,874 :
Other Income and Deductions :
Allowance for other funds used '
during construction 153 164 675 2689 2,261 2,047
Federal income tax 9.827 4195 4,580 2,459 1.439 1,683
Pension plan curtailment (8.179) s - - — >
Regulatory disallowances {1.853) (8.215) {10,000) - (2,100) -
Other, net _{7014) 6155 6078 4,062 8,328 6,901
Total Other Income and (Deductions) (228 2299 1333 9210 9928 108631
tncome B fore Interest Charges 140,007 136243 126,092 126,628 141,161 149 505
Interest Charges
Long term debt 56,451 60.810 bo,918 64,873 68,628 72,270
Short term det 1,487 1,950 2,623 1,070 -— -
Other, net 5,220 5228 4,459 3523 3115 2,898
Allowance for borrowed funds used durning
CONSIrUCHon (1714 2184  (2.905) (2719)  (2026)  (L777)
Total Interest Charges 61,484 65804  6BOO5 66,747 69,717 73,391
Net Income 78,563 70,439 57,997 59,881 71.444 76,114
Dividends on Preferred Stock,
at Required Rates 7300 8290 6963 6,025 6.025 7,348
Earnings Applicable to Common Stock $ 71,263 $62143 § 51034 § 53856 § 65419 § 68,766
Weighted Average Number of Shares
Outstanding in Each Feriod ((00'x) 35.598 33,258 31,794 31,293 31,090 30,513
Earnings per Common Share $2.00 $1.86 $1.60 $1.72 $2.10 $2.25
Caxh Dividends Paid per Common Share _snn $1.68 $1.62 $156 $1.50 $1.50
— . ul o T e R T s P ] s ik R hwester G ! Plecine ©Corporation
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Condensed Consolidated Balance Sheet =
{Thousands of Dollars) At Dacenmber 31 1993 1992 1991 1890 1988 1988
Assets
Utility Plant $2,890 799 S$2.798581 $2,706554 $2310294 $2208158 $2,122922
Less: Accumulated depreciation and
amortization 1,335.08. 1253117 1,178,649 812,954 730,521 653,876
1,656,716 1545464 1527905 1497300 1477837  1.469.046
Construction work in progress 12750 83834 76848 82,663 68,784 41,044
Net utility plamt 1,668,466 1629208 1604753 1579963 1546321 1,510,090
Current Assets 248,589 209,621 189.009 176,045 190,321 213,626
Investment in Empire 38,560 9.846 — i - e
Deferred Debits 502,015 200.676 160,034 108.451 102,729 102,015
Total Assets $2.457.630 $2049441 §1053796 $1864459 $1839371 $1.825731
Capitaiization and Liabilities
Capitalization
Long term debt § 747631 § 658880 § 672322 § 721612 $ 764627 $§ 792,976
Preferred stock redeemable at option
of Company 67,000 67.000 67.000 67.000 67.000 67.000
Preferred stock subject to mandatory
redemption 42,000 54 000 60,000 30.000 30,000 30.000
Common shareholders™ equity
Common stock 652,172 591532 529,339 516,388 513,560 504,907
Retained eamtngs 75126 66,968 61,515 62,542 57,983 39.710
Total conmnon shareholders™ equity __ 721298 658,500 530 854 578 930 571,643 544 617
Total Capitalization 1,5839829 1435380 1300176 1397542 1433170 1434583
Long Term Liabilities (Department -
of Energy) 89,804 84 602 63,626 59,989 55,502 51,016
Current Liabilities 234 530 267 276 267,601 183,720 137 899 126.661
Deferred Credits and Other Liabilities 549 367 249 183 232,393 223,208 212,800 213,461
Total Capitalization and Liabilities $2,457.630 $2048441 $1953796 $'864459 §$1839.371 $1.825731
Financial Data ]
At December 31 1983 1952 291 1890 1589 458
Capitalization Retios(2) (percent)
Long term debt 43 4 8.2 506 53.6 65.1 568
Preferred stock 6.6 8.0 87 67 5 6.5
Common shareholders” equity 440 _438 __40.7 307 384 367
Total 100.0 1000 _100.0 1000 100.0 100.0
Book Value per Common Share—Year End $19.70 $18.92 $18.41 $18 42 §18.28 $17.69
Rate of Return on Average Common t.quity
(percent) 10.25 9.98 860 929 11.56(b) 1268
Embedded Cost of Senior Capital (percent)
Long term debt 7.36 N 832 859 874 8.7
Preferred stock 6.69 6.98 697 6.72 6.72 6.72
tffecuve Federal Income Tax Rate (percent) 335 359 339 348 338 339
Depreciation Rate (percent)—Electric 2.62 2.69 3.05 333 325 3.56
——Cias 2.80 2.78 294 294 2.96 296
Interest Coveragesib)ic)
Before federal income taxes (incld. AFUDC) 3.08 274 2.38 2.32 2.53 253
(excld. AFUDC) 3.00 270 233 2.25 247 248
After federal income taxes (ncld. AFUDC) 2.35 212 1.91 1.86 202 2.0
iexcld. AFUDC) 2.32 2.08 1.86 1.78 1.96 1.96
(ahacldes Company s lotig term liahility 1o the Department of Energy (DOE) for nucicar waste disposal. Excludes DOE long teem figbility for
uraniom ennchment decommissioning and amounts due or redeemable within one year
thiEachudes disallowed Nine Mile Two plant costs wiitten off i 1989
(¢)The recognition by the Company in 1991 of & fuel procutement audit approved by the New York State Public Service Commission (PSC) has
heen eacladed trom 199] coveragas. Likewise, racogmition by the Company in 1992 of disallowed ice storm costs as approved by the PSC
has been excluded from 1992 coverages. Coverages for 1993 exclude the effects of retirement enhancement programs recognized by the
Company during the yveur and certain gas purchase andercharges written off in December 1993

Ranhestor Chee apad Flowtere {ompoestion 57 -




i

|

M s e e e

-

Electric Department Statistics

Year Ended December 21 1993 1997 1991 1990 1989 1988
Electric Revenue (000's)
Residential $235.286 $720866 $212327 $197612 $191732  §188 451
Commercial 196 456 184,815 181561 165 445 155,076 149,663
Industrial 147 3% 142,392 141,001 130,012 124 634 120,490
Other (Includes Unbilied Revenue) S8 60,194 54,041 58,861 71,654 56,033
Electric revenue {rom our customers 638,955 608, 267 588.930 551,830 543,096 514,637
Other electne utilities 16,361  2554) 28,612 42 465 38,028 29 966
Total electric revenue 655,316 633,808 617,542 594 395 581124 544 603
Electric Expense (1K)
Fuel used i electne generation 45 871 48,376 65,105 76,420 76,873 65,787
Purchased electricity 31,563 29,706 27 683 34,264 39,645 30,299
Other operation 188,684 183,118 168,610 155,289 137,458 124 871
Maintenance 52,464 53,714 57,032 53,880 55,915 44 060
Depreciation and Amortization 72,326 73,213 72,746 67,302 65,287 60,444
Taxes-—local, state and other 96,043 94841 86,925 77,323 71,361 __56.426
Total electric expense 486,951 482 968 478,101 464,478 445 539 391,887
Operating Income before
Federal Income Tax 168,365 150,840 139.441 129,917 135,585 162,716
Federal income tax 43845 38.046 31390 30670 29.887 34.003
Operating Income from
Electric Operations ((XK)'s) $124520 $112794  $108.051 § 99247 §$105698 §118623
Flectric Operating Katio Y 48.6 497 516 53.8 53.2 487
Electric Sales—KWH (D0 ')
Residential 2,124,763 2084466 2085429 2075072 2072047 2051808
Commercial 1.987,490 1937950 1928730 1897583 1832521 1792162
Incdustrial 1,804,026 1929498 1917796 1931633 1906429 1869417
Other 505,341 503,330 507.765 490,077 491 905 483,730
Tonal hilled 6.511.620 6455244 E€.439720 6394365 6302902 6197117
{Unbilled sales ~ (4,556) 742 7.657 (25,421) 33,406 -
Total customer sales 6.507.064 6455986 6447377 6366944 6336308 6197.117
Other electric utilities 743,588 1062738 1034370 1316379 1255282 1,149,900
Total electric sales 7,250,652 7518724 7481747 7685323 7591590 7.347.017
Electric Customers at December 3§
Residential 302,219 300,344 298 440 296,110 283418 290,037
Commercial 29,635 29,3349 28 B56 28 804 28,386 27888
indusirial 1,382 1,386 1,388 1.428 1,422 1,392
Other 2,638 2,605 2558 2,553 2512 2,326
Total electric customers 335,874 333674 331 242 328895 _}_2.5l3§ __3_2"1'.543
Electricity Generated and
Purchased—KWH (000 <)
Fossil 1520836 2197757 2146664 2505110 2578.006 2214588
Nuclear 4495457 4191035 4391480 4016721 3659185 3884884
Hydro 199,239 278,318 174,239 244 539 175,085 169,002
Pamped storage 233,41 226,391 240,206 269 966 290,582 292,305
Less energy for pumping (356,728) (344.245) (364.520) (405966) (429.895) (430,401)
Other 255 811 1269 20,408 54 893 2195
Total generated —Net 6.095943 6550067 6589338 6,650,778 6327.856 6132573
Purchased 1,583,582 1389875 1451208 1498089 1767413 1705756
Total electric energy 7679525 7939942 8040546 6148867 8085269 7836328
System Net Capability—
KW at December 31
Fossil 541,000 541,000 541,000 541,000 541.000 541,000
Nu¢lear 620,000 617,000 622,000 621,000 621,000 621,000
Hydro 47,000 47.000 47 000 47,000 47,000 47,000
Other 29,000 29,000 29,000 29.000 29.000 29.000
Purchased 347,000 348000 354000  356.000 369,000 360,000
Total system net capability 1,564,000 1582000 1.583000 1594000 15607000 1.598,000
Net Peak Load—KW 1,333,600 1252000 1297000 1208000 1243000 1275000
Annual Load Factor—Net % 591 625 61.7 64 6 624 597
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Gas Department Statistics
Year Ended December 31 1993 199 1991 1990 1989 1988
Cras Revenue (000's)
Residential $ 5526 § 6456 $ 6354 § 6508 § 6770 $ 6439
Residential spaceheating 196,411 185405 157458 159,501 165832 150,383
Commercial 45,620 44274 40,156 43,534 46,897 44781
Industrial 6,346 6,418 6,761 9,674 9,371 9,859
Municipal and other
(Includes Unbilled Revenue) 35,805 217 24,959 17,279 35,703 19,755
Total gas revenue 203,708 261724 235728 236496 264573 231,217
Gas Expense ((00)'s)
Gas purchased for resale 166,884 141291 120779 132512 152623 129596
Other operation 46,697 43,506 39,830 39,307 36,306 34 818
Maintenance 9,229 9,006 8,383 8,510 8,401 8,515
Depreciation 11,851 11.815 11,436 10.465 9,776 9.259
Taxes—local, state and other 30,849 29411 26,724 237111 23,980 22,209
Total gas expense 265510 235029 216151 214505 231,086 204,397
Operating Income before
Federal Income Tax 28,198 26,695 19,577 21,891 33,487 26,820
Federal income tax 5485 5545 2860 3.820 7,952 €.569
Operating Income from
Gas Operations (000's) $22M3 §21150 $ 16708 § 18171 § 25535 § 20,251
Cras Operating Ratio % 75.9 741 755 76.3 7486 748
Gras Sales—Thermy ((00's)
Residential 6.7356 8.780 9.068 9,644 10.321 10,374
Residential spaceheating 289,252 287614 253655 262458 @ 277267  267.697
Commercial 77,326 78,993 71,509 77617 84,152 86.413
Industrial 11,792 12,437 13,000 18,536 17,873 20,174
Municipal 11,947 11410 10,580 13350 12319 15,514
Total billed 397,052 399284 357812 381605 401932 400172
Unbilied sales . BOWY 13 3,201 {22,840) 20320 -
Total gas sales 405069 399247 361103 358765 422252 400172
Transportation of customer-owned gas 124,436 126140 109835 101985 105,303 83,594
Total gas sold and transported 520,805 525387 470938 460,750 527,555 483,766
Gas Customers ar December 31
Residennal 16,389 19,114 21,448 22410 2331 24139
Residential spaceheating 231,937 228096 222918 219242 215120 210710
Commercial 18,636 18.378 18,151 17,920 17,877 17,213
Industrial 924 g3z 921 860 1,095 1,042
Municipal 1.001 1,010 983 984 1,067 1,039
Transportation 466 42¢ 423 40 367 270
Total gas customers 271,353 267954 264844 261917 266647 264413
Gay—Therms ((00's)
Purchased for resale 347,718 360,493 384 643 366 684 426 941 408,044
Cias from storage 76,378 53,757 16.755 - - —
Other 1,038 1,061 1617 2.525 1,764 1,967
Total gas available 425185 415311 403015 369208 428705 410011
Cost of gas per therm (cents) 36.79¢ 35.35¢ 32 96¢ 36 03¢ 3574¢ 31.76¢
Total Daily Capaciry-~
Therms at December 31* 4485000 4485000 4485000 4485000 4485000 4485000
Maximum daily throughput —Therns 3,864,850 3768470 3539260 3539820 3718050 3.744,500
Degree Days (Calendar Month)
For the period 7.044 6,981 6,146 5924 7.109 6,862
Percent colder (warmer) than normal 44 34 (8.4) {11.8) 59 16
“Method for determining daily capacity, based on current network analysis, reflects the maximum demand which the
trAnSMission sysieis can accept without a deficiency.
50 -
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