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Capital Requirements
____Actual Projected
1986 1987 1988 1989 1990 149
Type of Facilities AT ______(Millions of Dollars) i
Electric Property
Production $101 860 530 $46 § 32 8§26

Transmission and Distribution
Street Lighting and Other

Subtotal
Nuclear Fuel

Total Electric
Gas Property
Common Property

25 22 28 24 34 32
2 2 1 3 3 2

&8 1 8 e

Total
Carrying Costs:
Allowance for Funds Used During
Construction (AFUDC)
Deferred Financing Charges Included
in Other Income

16 121 107 119 114 109

Total Construction Requirements
Securities Redemptions, Maturities and
Sinking Fund Obligations*

Total Capital Requirements

45 8 4 4 6 5

5 6 1 2 i
210 135 112 122 114
55 91 69 35 25 40

8265 $226 181 $160 $147 $154

*Excludes prospective refmancings

Note AFUDC in 1986 has not been restated to reflect the disaliowanice of certaint Nine Mile Tivo plani

casts recognized by the Company in 1987
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put into service. Certain Nine Mile
Two plant construction costs,
however, were included in rate base
prior to commercial operation. This
action, while reducing the amount of
AFUDC, enhanced the Company's
cash flow at such time. With the fuil
recognition of allowable Nine Mile
Two plant construction costs now in
rate base (see Rate Base, Accounting
Change and Regulatory Policies) and
construction projects of a shorter
duration than Nine Mile Two, the
Company expects the level of AFUDC
to stabilize in the $4 million to

$6 million range for the next several
years: In addition to AFUDC, carrying
charges include the recognition of
certain customer prepaid financing
costs discussed below under Rate
Base, Accounting Change and
Regulatory Policies

1988 Capital Requirements. \\ ith
the completion and commercial oper-
ation of Mine Mile Two, construction
expenditures for the yvear dropped to

$112 miilion, well below the average
for the prior two years. Electric
production plant requirements for
1988 included $17 million of expendi-
tures made at the Company's Ginna
nuclear plant and $16 million of
expenditures for Nine Mile Two,
including $3 million for post-in-
service projects. The Company also
invested $26 miliion to upgrade elec-
tric distribution facilities to maintain
customer service standards for both
existing and new customers. In addi-
tion, the Company spent $17 million
for nuclear fuel, largely at the Ginna
nuclear plant

& In the Gas Department, the
replacement of older gas services, the
relocation of gas mains for highway
improvement, and the installation of
gas services for new load resulted in
construction expenditures of $16 mil-
lion, including AFUDC, in 1988

& lotal capital requirements in
1988 also included mandatory sinking
fund obligations totaling approxi-

mately $3.6 million. As discussed
under Liguidity, I'inancing and Capital
Structure, the Company was also able
to lower its cost of capital in 1988 by
redeeming approximately $60 million
of high-cost senior securities

Projected Capital Requirements.
With no specific plans for major
additions to generating capacity, the
Company expects to rrry out a
program to extend the operating life
of existing generating units and to
make ongoing modifications to the
Ginna nuclear plant and Nine Mile
Two. In addition, the Company's con-
struction program will focus on the
need to serve new customers, to
provide for the replacement of obso-
lete or inefficient utility property and
to modify facilities consistent with the
most current environmental and
safety regulations. The projected
1989 construction requirements
reflect primarily additional 2xpendi-
tures at the Ginna nuclear plant
associated with its second mandatory
ten-year in-service inspection in 1989,
plant modifications to comply with
recent NRC directives and overall
efforts to maintain the high standards
of performance the Company has set
for the plant

Z In addition to its projected con-
struction requirements, the Company
also has future maturities and sinking
fund obligations as indicated in the
table above and may consider, as con-
ditions warrant, the redemption or
refinancing of certain long-term
securities.

& The Company's capital expendi-
tures program is under continuous
review and will be revised depending
upon the progress of major construc-
tion projects, customer demand for
energy, rate relief, government man-
dates and other factors
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the Company's capitalization exclu-
sive of its long-term liability to the
Federal Department of Energy (see
Note 1 of the Notes to Financial State-
merts). The Company's retained earn-
ings reflect a $262 million write-off in
1987 for disallowed Nine Mile Two
plant costs as discussed below under
the heading Rate Base, Accounting
Change and Regulatory Policies. Upon
resolution of certain regulatory issues
associaied with the Nine Mile Two
plant, adiustments may be required
which could increase or decrease the
Company's retained earnings as dis-
cussed in Note 10 of the Notes to
Financial Statements. It is the Com-
pany's intention to move to a less
leveraged capital structure through
growth in retained earnings and the
retirement of long-term debt through
mandatory sinking fund redemptions
and maturities. To improve its capital
structure, the Company will also
consider the optional redemption of
high-cost senior securities

ate Base, Accounting
Change and Regulatory Folicies
In June 1988, the Cornp iny, PSC staff,
the New York State Consumer Protec-
tion Board and other intervening
parties to the Company's pending rate
case, negotiated a rate settiement
{the 1988 Rate Agreement) which was
approved by the PSC one month later
The 1988 Rate Agreement freezes the
Company's base rates for electric and
gas service at their present levels
through at least June 1990. As part
of the 1988 Rate Agreement, the
Company was permitted to include
the balance of allowable Nine Miie
Two capital costs in rate base begin-
ning August 1988 A summary of
recent PSC rate decisions is presented
in the table to the upper right

Accounting Change. The Company's
accounting policies conform to gener-
ally accepted accounting principles

Rate Increases
Granted Amount of lncrease j
(Decrease) Percent Authorized

Class of  Effective (Annual Basis) Increase Rate of Return on

Service  Date of Increase (000's) (Decrease) Rate Base Equity

Electric  February 1, 1985 $ 4535* 0.9% 12.52% 16.00%
July 14, 1985 5,799 13 12.09 15.00
January 2, 1986 2 845* 06 12.09 15.00
July 20, 1986 20,895 44 10.75 12.60
January 2, 1987 120" 0.2 10.75 12.60
July 17, 1987 16,198 34 10.48 13.20
January 4, 1988 2413* 05 10.48 13.20
July 26, 1988 - - 10.39** 13.40

Gas raly 14, 1985 157 0.1 12.09 15.00

July 20, 1986
January 2, 1987
July 17, 1987
July 26, 1988

(3,185) 11 1075 12,60

458* 0.2 10.75 12.60
— - 10.48 13.20
10.39** 13.40

*Second step increase allowed

**fur the year beginning August 1, 1989, the authorized rate »f return on rate base is 10.46%

as prescribed by the Financial
Accouniing Standards Board (FASB)
and applied to New York State utilities
giving effect to the rate-making and
accounting policies of the PSC. In
September 1987 the Company adopted
revised financial accounting prin-
ciples prescribed by the FASB for dis-
allowed plant costs (Statement of
Financial Accounting Standards No. 90)
and recognized for financial account-
ing purposes an aggregate $262
million after-tax write-off of disal-
lowed Nine Mile Two plant costs
based on a 1986 settiement agree-
ment, discussed below, with the PSC
& The 1987 net of tax write-off
includes the cumulative effect on
retained earnings as of January 1,
1987 of $193 million, the reversal of
$22 million of AFUDC recognized
during the year and an additional

$47 million to reflect other costs
recognized during 1987 The Company
reflected the cumulative effect of the
accounting change of $193 million in
its Statement of Income rather than
resiating previously issued financial
statements. Accordingly, the net disal-
lowance was presented separately for
the effact prior to January 1, 1987, and
| portion of the disallowance

v .1 became known during 1987

No amounts of disallowad costs were
recognized in 1988. The ultiriate
amount of disallowed Nine Mile Two
costs to be recognized by the
Company cannot presently be deter-
mined because of the ur~ertainties
associated with the implementation of
the Nine Mile Two Settlement, as
previously discussed.

New York State Public Service
Commission (PSC). The October
1986 PSC order approving the

Nine Mile Two Settlement limits to
$582 million (less prepaid financing
charges) the amount of Nine Mile Two
plant construction costs which may
be included in the Company's rate
base. The Nine Mile Two Settlement,
which-is under judicial challenge,
resolved a proceeding established by
the PSC in July 1985 to investigate the
prudence of costs relating to the zon-
struction of Nine Mile Two. To impie-
ment the Nine Mile Two Settlement,
the PSC for rate-making purposes
reduced the Company's equity com-
ponent of total capitalization, used to
calculate the Company's cost of
capital, effective August 1987. This
action, which assumed a commercial
operation date of February 15, 1988,
effectively reduced future revenues by
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Management's Discussion and Analysis of Financial Condition and Results of Cperations

reducing the base on which future
rates would be calculated.

& As mentioned above, the 1988
Rate Settlement permits the Company
to include its allowable Nine Mile Two
capital costs in rate base beginning
August 1, 1968, Also, essentially all
operating and maintenance expenses
for plant operation are refiected in
rates. Other major provisions of the
1988 Rate Settlement include:

® Agreement by the Company to
no changes in electric and gas
base rates through at least
June 1990,

® An equal sharing between cus-
tomers and shareholders of
any earnings above the autho-
rized return on common
equity of 13.4%.

® Authority to include in income
$42 million in unbilled reve-
nues and $5 million in
deferred Nine Mile Two reve-
nues over the two-year period
ending July 31, 1990. (See
Operating Revenues and Sales.)

® Permission to elimiviate by
offset one-half of the deferred
debit and credit balances in
connection with the unused
portion of customer prepaid
financing costs associated with
Nine Mile Two (see following
paragraph)
Z  Rare decisions prior to the 1988
Rate Settlement had allowed the
Company to include up to $430
million of Nine Mile Two plant costs
in rate base, This action had
enhanced the Company’s cash flow
and reduced the amount of AFUDC
because AFUDC was not accrued on
those amounts included in rate base.
A comparable amount, however, cal-
culated similarly to AFUDC and
representing customer prepaid financ-
ing costs, was calculated up to com-
mercial operation and recorded on
the Balance Sheet as a liability, shown
as a deferred credit. An equivalent
amount was recorded as a deferred
asset on the Company's Balance
Sheet, since it represents deferred

financing costs (or AFUDC) which are
expected to be recovered over the life
of the facility through amortization,

if the PSC chooses to utilize these
amounts to moderat= customer rates.
As permitted by the 1988 Rate Siitle-
ment, the Company in July 1988
eliminated one-haif of these deferred
balances by offset (that is, equal
amounts of both the deferred debit
and deferred credit balances were
eliminated). and the remainder, esti-
mated at approximately £45 million,
will be eliminated by July “:, 1992

. not used prior thereto as non-cash
earnings for rate moderation purposes.
The 1988 Rate Agreement allows the
Company to amortize $4.1 miilion of
the $44.7 million deferred credit
balance to Other Income for the rate
year ending July 31, 1990, with a cor-
responding increase to the Company's
rate base. Amortization of these
deferred credits totaled $10.9 millioa
through December 31, 1988,

& Under the 1988 Rate Agreement,
the Company agreed to exclude from
rate base certain post-in-service Nine
Mile Two capital additions pending
review of such expenditures by the
PSC. The PSC has allowed the
Company to accrue carrying charges
(AFUDC) on these expenditures until
final consideration for inclusion in
rate base is made. The 1988 Rate
Agreement contemplated a separate
proceeding late in 1988 to examine
these amounts, currently estimated at
$13 million. The Company is unable
to predict what pozition the PSC will
ultimately adopt o1 what adjusiments
to the Company's capitalization will
be required

Z In May 1988 the PSC ordered
that take-or-pay (TOP) charges from ~
gas pipeline suppliers should be
deferred by the Company and other
New York State gas distribution com-
panies until the PSC determines if the
gas distribution companies should be
required to absorb any portion of the

TOP charges. In October 1988 the PSC

appeared to have concluded that it
could deny recovery of TOP costs
billed by an interstate pipeline sup-

plier and puid by a gas distribution
company. The Company has sought
rehearing of that apparent conclusion
but, as of midJanuary 1989, the
Company had not received a response
from the PSC. The PSC has scheduled
hearings to determine whether gas
distribution companies should be
required to absorb some portion of
such TOP costs and how that portion
recoverable from customers should be
allocated among them. Staff of the
PSC and the Company have entered
into an interim settlement which
woula perrait the Company to recover
from customers 65% of the TOP costs
during the continuation of the PSC
proceeding but other parties to the
proceeding oppose this interim settie-
ment and the PSC had not acted on it
as of mid-January 1989. At December
31. 1988 the Company had deferred
$1.1 million of billed TOP charges.
The Company is unable to estimate
either the amount which may ulti-
mately be included in its pipeline sup-
pliers’ charges to it for TOP charges,
or the amount which it will be
allowed to recover from customers,

Results of Operations

The following financial review identi-
fies the causes of significant changes
in the amounts of revenues and
expenses, comparing 1988 to 1987
and 1987 to 1986. The Notes to Finan-
cial Statements on pages 19 to 34 of
this report contain additional informa-
tion. Upon the commercial operation
of Nine Mile Two, recognized by the
Company in April 1988, the Company
began to record operating revenues
and operating expenses associated
with the plant’s operation

perating Revenues
and Sales

Compared with the prior vear, operat-
ing revenues increased six percent in
1988 after declining two percent in
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Balance Sheet

(Thousands of Dollars) At December 31 1988 1987
Assets Uti% Plant
Eal ric $1,558,001 $1.031,334
Gas 272,377 258 828
Common 86,523 81,637
T B e e ODAR AR AR R e A __ 188,049
2,122,922 1,559,848
Less: Accumulated depreciation 507,948 457 605
_Nuclear fuel amortization === === = 145,928 129,235
1.469.046 973,008
Comuchionworkmprogress ___1],044 501,738
MY T R R A e R B e ) - 1510000 1474746
Current Assets
Cash and cash equivalents 73,031 60,146
Accounts receivable, net of allowance for doubtful accounts
1988—$5,526; 198785 498 63.728 53,709
Unbilled revenue receivable 45,853 -
Receivable under Nine Mile cotenant agreement - 40,600
Materials and supplies, at average cost
Fossil fuel 8,220 9,707
Construction and other supplies 9,178 10,544
_ Prepayments AR N AN SR S CI Ul ) | - LSRR
Total Current Assets LI D V) 2t 211,313 184,309
Deferred Debits
Sterling project property loss 10,537 19,052
Unamortized debt expense 13,072 14,678
Deferred finance charges—Nine Mile project 44,656 73.631
_Other sV W 1 M T S Rl 33,750 24,165
=5 Total Defe rrq(_l_l_)g_bnls il oty S G e e 102015 131,526
Total Assets 81,823,418 $1,790,581
Capitalization and Capitalization
Liabilities Long term debt—mortgage bonds 8 651,076 $ 703,426
—Promissory notes 141,900 141,900
Preferred stock redeemable at option of Company £7,000 67.000
Preferred stock subject to mandatory redemption 30,000 50,797
Common shareholders’ equity
Common stock 504 907 494018
Retained earnings eI e LS RN B 39.710 17,617
_l_(v)t“dl_(_g_n_l’m'qn Shareholders’ Equ'h R R L B A e Y 544,617 511,635
ety ﬁjo_lgl”(w(_l_[‘»_lt_gl_l_zgtgo_nr_H______. el 2T 1,434,583 1,474,758
Long Term Liability —Department of Enem HAE st o S g 47,773
Current Liabilities
Long term debt due within one year 34,750 2,750
Preferred stock redeemable within one vear - 812
Accounts payable 37,031 32,833
Dividends pavable 13.054 13,297
Taxes accrued 5.992 3,423
Interest accrued 15,652 15,922
Pension costs accrued 1,885 1,359
__Other A SR S S R B R 17,869 20,108
Total C H_l’!(:!_l( lmtnlmu St SO WA LT M ey 1_26.233 90,504
Deferred Credits and Other Liabilities
Accumulated deferred income taxes 117,345 R 884
Deferred unbilled revenue 39.780 -
Deferred finance charges--Nine Mile project 44.656 73.631
v R B T e
Total Deferre d Credits and Uthu Lmtnlm( 5 211.57(_5_ 1 7, v4h

C ommltmenu nnd Other Matten (Notes }’ ) uml 1

T('(dl(dpltd“?d!l()ll ‘and Liabilities T T e

~$1,790,581

The accompanyving notes are an integral pan of the inancial statements

S AR AT . RNV WA SRS AN T 8 T T MDA IR NIRRT ) ST U SR BRSO 7 S



Stacement of Cash | i,‘,""‘

Cash Flow from
Operations

Cash Flow from
Investing Activities

Cash Flow from
Financing Activities

Net income (loss)
Adjustments to reconcile net income to net cash

vrovided from operating activities
69.703

18,945
(1,020)

258,124
(3.824)

(8.528)

(10,019
10.600
1.487
1.366
2.569
4,724
(270)
(3.928)
(6.644)

$ 210,399

Utility Plant
8 (96,439

{ )

17,972
3,824
(110,587)
(95)
(1,056)

S(111,738)

Proceeds from
$ 11,189

25,500

Net borrowings (repayments) under

Retirements of
Preferr ‘ 22,758)

§ (45.,833)
Capital stock expense »
Discount and expense of issuing long term det (496)
Dividends paid on preferred and commou stock (53,423)
Other, net 37
(85.776)

S 12,885

60,146

73,031

Supplemental Disclosure of Cash Flow Information

1988

Cash Paid
During the Year

Interest paid (net of capitalized amount) S 71,124
Income taxes paid $ 10,521




Notes to Financial Statements

Nole 1. Summary of Accounting Policies

General. The Company is subject to regulation by the
Public Service Commission 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 ‘he 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 December 1986, the Financial Accounting S .
dards Board (FASB) issued its Statement of Financial
Accounting Standards No. 90 (SFAS-90) with respect to,
among other things the financial accounting for dis-
allowed costs of recently completed plants. Under
SFAS-90, a loss must be recognized when it becomes
probable that some portion of the costs of the plant will
be disallowed for rate-making purposes and a reasona-
ble estimate of the amount of the disallowance can be
made. SFAS-90 is generally effective beginning in

1988 with earlier application encouraged, but applies to
plant costs disallowed prior thereto. The Company
elected to adopt SFAS-90 in the third quarter of 1987 for
its investment in Nine Mile Point Nuclear Plant Unit
No. 2 (Unit 2),

& In adopting SFAS-90, the Company presented the
cumulative effect of the accounting change prior to
January 1, 1987 in the Statemer* of Income rather than
restate previously issued financial statements. Refer to
Note 10 for additional information.

& In November 1987, the FASB issued SFAS-95,
which established a Statement of Cash Flows that
replaced the Statement of Changes in Financial Posi-
tion. This new standard was adopted by the Company
in 1988. For comparative purposes, the Company has
retroactively applied the provisions of SFAS-85 to 1987
and 1986. For purposes of this statement, the Company
considers cash equivalents to be short-term invest-
ments of three months or less

& inJune 1988, the Board of Directors authorized the
creation of Utilicom, Inc. as a wholly owned subsidiary.
Utilicom develops and markets computer software to
assist customers in complying with state and federal
environmental and safety regulations. Authorization
from the PSC is pending and the subsidiary activity has
to date been insignificant

& A description of the Company's principal account-
ing policies follows.

Rates and Revenue. Revenue in 1987 and 1986 was
recorded on the basis of meters read during the calen-
dar year. In addition, beginning in July 1988, as part of
a rate decision, the PSC approved recording of unbilled
revenue, Accordingly, approximately $42 million
associated with the change in accounting will be
amortized to income during the period July 1988 to
July 1990. Unbilied revenue recognizes service ren-
dered subsequent to the mcter read date but prior to
the end of the accounting period. In connection with
the change in accounting, approximately $7.2 million
and ¢1.3 million have been recognized in the Statement
of Income in 1988 for electric and gas, respectively,

& Tariffs 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 an 80%/20% basis
up to a $2.6 million cumulative, after tex, annual gain
or loss to the Company. Thereafter, 100 percent of addi-
tional fuel clause adjustment amounts are assigned to
ratepavers. There is also an 80% /20% sharing of vari-
ances in gains or losses from PSC established forecast
amounts related to margins on electricity sales to other
electric utilities. In addition, there is a similar

80% /20% sharing process of variances from forecasted
revenues derived from sales to large gas customers that
can use alternate fuels. This process limits any loss to
the Company to $1 million pretax per year if these cus-
tomers utilize their alternative fuels.

& The gas department tariffs provide a separate but
equivalent rate, excluding the cost of gas, to reflect
charges for the transportation of privately owned gas
through the Company's facilities.

Deferved Fuel Costs. Fuel costs which are recover-
able under the electric and gas cost adjustment clauses
included in the tariff schedules of the Company are
deferred until they are billed to customers. A reconcilia-
tion 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.

Utility Plant, Depreciation and Amortization.
The east of additions to utilitv plant and replacement of
retirement units of property 15 capitalized. Cost includes
labor, material, and similar items, as well as indirect

{Note | continued on page 20)
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1987, while the deferred debit was reclassified into a
separate deferred debit account. In connection with the
Company's current rate settlement, approximately

$4 million will be amortized through the income
statement commencing August 1, 1989,

& In September 1987, the Company wrote off
$22.1 million iii AFUDC that had been recorded in
1987 applicable to PSC disallowed expenditures

in Unit 2.

& The gross rates approved by the PSC for pur-

poses of computing AFUDC were: 10.25% effective
January 1, 1988; 10.20% effective August 1, 1987 through
December 31, 1987; 10.60% effective August 1, 1986
through July 31, 1987, and 12.00% effective for the seven
months ended July 31, 1986. AFUDC on certain major
construction projecis however, including Unit 2, has
been applied ut a reduced rate which is net of the
inco,ne tax effect of the interest portion of AFUDC. The
net-of-tax rates used on these projects for 1988, 1987
and 1986 were 8.55%, 8.47% and 9.32%, respectively.

Federal Income Tax. For income tax purposes,
depreciation is computed using the most liberal
methods permitted. In addition, certain costs capital-
ized for financial reporting purposes were deducted cur-
rently for income tax purposes in accordance with the
Internal Revenue Code prior to the enactment of the
Tax Reduction Act of 1986. The resulting tax reductions
were offset by provisions for deferred income taxes only
to the extent ordered or permitted by regulatory
authorities. The cumulative balance of tax deductions
not offset by provisions for deferred income taxes
through 1988 is approximately $395 million.

£ The Company provides for full normalization of
depreciation and investment tax credits. The Tax
Reform Act of 1986 provided for the repeal of invest-
ment tax credits; however, some credits continue to be
available undei the transitional rules contained in

the Tax Act

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

& SFAS96, Accounting for Income Taxes (as amended
by SFAS-100), was issued in December of 1987 and has
not yet been adopted by the Company. SFAS-96
requires adoption in calendar year 1990 and that a
deferred tax liability or asset be adjusted in the period

of enactment for the effect of changes in tax laws or
rates. Additionally, the Company may also be required
to provide deferred taxes for the effect of taxes previ-
ously flowed through the Income Statement. The
Company 1s presently unable to estimate the effects of
the adoption of SFAS-96, but absent additional changes
in the Federal tax code, the Company does not believe
the earnings impact to be significant.

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 retire-
ment age while working for the Company. These and
similar benefits for active employees are provided
through insurance companies whose premiums are
based upon the experience of benefits actually paid.
The Company recognizes the costs of providing these
benefits by a current charge to expense. The cost of
providing these benefits was approximately $1.8 million
in 1988, $1.8 million in 1987 and $1.6 million in 1986.

Earnings and Dividends Per Share. Ernings
applicable to each share of common stock are based on
the weighted average number of shares outstanding
during the respective years. The pro forma earnings
(loss) per share, assuming the accounting change
described above and in Note 10 was applied retro-
actively, are $.54 in 1987 and $(3.33) in 1986.

21



Notes to Financial Statements

1 Bote 2. Federal Income Taxes




.1 Bote 3. Pension Plan




Notes to Financial Statements

i Vote 4. Departmental Financial Information

Electric Operating information

Other information

Investment information

Operating information

Other information

Investment informatior




ote 5. Jointly-Owned Facilities i Bote 6. Long Term Debt

Mortgage Bonds




Notes to Financial Statements

Promissory Notes




1 Rote 7. Preferred and Preference Stock

A. Preferred Stock

B. Preferred Stock




Notes to Financial Statements

Y

i Bote 8. Common Stock ote 9. Short Term Debt

Common Stock

4 Bote 10. Nine Mile Point Nuclear Plant




adjoiring facility entirely o1 _ed and operated by
Niagara, had been categorized in June 1988 as requir-
ing close monitoring by the NRC. In its December 1988
evaluation, the NRC indicated that increased licensee
and NRC management attention is reeded to ensure that
performance improveinent is achieved for both units.

& Unit 2 underwent an outage for planned main-
tenance and inspection which began October 1, 1988
and was stili in progress in late January 1989, Niagara
advises that the outage will continue until mid-
February 1989, delaying until late February the unit's
return io full power. The extension of the current
outage’s duration, particularly in the wake of the NRC's
action noted aoove, heightens certain regulatory uncer-
tairties facing the Company. The NRC's monitoring of
plant conditions and the progress of outage work could
lead it to require—as it has elsewhere—additionai com-
mitments of time and effort that would preclude a near-
term restart. In addition, the PSC has initiated proceed-
ings to review outages which extend beyond planned
duration and may consider disallowance of some or all
outage-relate. replacement power costs. Niagara has
advised the Company that it does not believe the Unit 2
ouiage has been imprudently extended but is unable to
predict whether the PSC will institute such a proceed-
ing. Assuming there is not a substantial further exten-
sion, the Company believes the present outage will not
have a material effect on its financial condition.

F With the compler. - of construction and com-

¢ encement of commercial operation, Niagara is prepar-
wiq final cost figures for Unit 2. Its most recent estimate,
announced in January 988, was $6.120 billion, exclud-
ing nuclear fuel. Adding approximately $413 million of
prepaid financing charges arising from the inclusion

of construction work in progress in the rate bases of
certain co-tenants, that sum is equivalent to a total

Unit 2 cost of $6.533 billion. The Company's estimated
share of that $6.533 billion total Unit 2 cost, including
its applicable share of prepaid financing costs, would be
approximately $951 million ($591 million of construc-
tion costs, $258 million of Allowance for Funds Used
During Construction [AFUDC) and $102 million of
prepaid finar.cing costs). At December 31, 1988, exclud-
ing the adopti~n of a new accounting stanaard for the
reporting of disallowed costs of recently completed
plants (discussed below), the Company had incurred
construction-related costs of $929 million ($588 million
of construction costs, $245 million of AFUDC anu

$96 million of prepaid financing costs).

£ Certain of those costs, however, were disallowed
for ratemaking purposes. In October 1986, the PSC
approved a settlement (the “Settlement”) with the co-
tenants of its proceeding to inquire into the prudence of

costs incurred for the construction of Unit 2. The Settle-
ment provided that, whatever the final construction
cost of Unit 2, the aggregate amount allowed in the co-
tenant rate bases would be $4.16 billion, reduced by
prepaid {inancing costs. It aiso barred suits among the
co-tenants based on Unit 2 design, engineering and
construction. In order to gain its four co-tenants’ concutr-
rence to limiting the aggregate rate base allowance for
Unit 2 to the $4.16 billion level, Niagara undertook to 29
reimburse each of them for its proportionate share of the
difference between that figure and one of $4.45 billion
to which the PSC Staff and all co-tenants had earlier
agreed. In September 1988, Niagara paid the Company
$40.6 million in connection with that undertaking.

& In aseries of rate orders preceding commercial
operation of Unit 2, the PSC permitted most of the
Company's $485 million allowed investment (its 14%
share of $4.16 billion, or $582 million, less prepaid
financing charges estimated at $96 million) to be
reflected in its rates. During 1988, the PSC fixed

April 5, 1988 as the Unit 2 commercial operation date
for Niagara and LILCO, it it has not yet taken formal
action on the subject with respect to the rates and
accounts of the Company. The Company's rate case set-
tiement, which the PSC approved on July 20, 1988,
utilized a hypothetical date of April 15, 1988 for Unit 2
commercial operation, but contemplated that an actual
commercial operation date would be separately
adopted. PSC confirmation of Unit 2 commercial opera-
tion as of April 5, 1988, as expected, would decrease
the Company's write-off, whereas selection of a date
later than the Com sany’s previously assumed mid-May
commercia! operation date would require an additional
write-off of approximately $6 million (net of tax) each
month. In addition, resolution of the disputed items dis-
cussed below could result in additional adjustments to
the Company's allowable investment in rate base.

& Despite the Settlement and the PSC October 1986
order approving it, the co-tenants and PSC Staff have
disagreed on its implementation and interpretation in
several separate proceedings. In one proceeding stem-
ming from a Niagara rate case the PSC disallowed costs
for certain common facilities and certain other custs
the co-tenants considered outside the scope of the
Settlement. T.ae Company's investment in these items
at project completion is estimated to be $20 million.
The PSC also decided that the tax benefits associated
with the disallowance should be calculated on a dis-
counted present value basis, utilizing a 34% tax rate
rather than a 46% tax rate proposed by the co-tenants.
The Company, in its 1987 write-offs (discussed below),
did not recognize the effect of discounting in its deter-
mination of the Federal income tax benefits applicable

(Note 10 continued on page 30)
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to the disallowance since the nominal tax benefits at
the 34% rate will be ultimately recovered for the benfit
of the shareholder. However, the PSC did discount
these tax benefits in determining the regulatory dis-
allowance in its June 1987 and July 1988 decisions.
Thus, the regulatory disallowance was approximately
$19 million greater than the Company has recognized
for financial reporting purposes. This difference in
regulatory treatment will, all other things being equal,
result in a reported return on equity which will initially
be less than the PSC authorized return on equity and
which will be eliminated over the 10-year tax life of
Linit 2. The PSC also determined that the entire amount
of disallowed costs will be recognized as a write-off to
common equity for rate-making purposes. On July 10,
1987, the co-tenants commenced an action in State
Supreme Court, Albany County, seeking review of the
PSC decision on the settiement implementation issues.
In August 1987, the case was transferred to the Appel-
late Division, Third Department, and is pending.

& Other parties are also challenging the PSC's
October 1986 order approving the Settlement. That
appeal has aiso been transferred to the Appellate Divi-
sion, Third Department, of State Supreme Court.
Failure of the Settlement order to survive judicial chal-
lenge could result in the resumption of the PSC inquiry
into the prudence of Unit 2 construction costs. It could
also precipitate reinstatement of earlier PSC orders,
superseded by the Settlement, which had adopted an
incentive plan that limits rate recovery to 80% of those
revenue requirements necessary to support Unit 2
capital costs exceeding $4.6 billion and then imposed a
$5.4 billion cost cap on prudently incurred Unit 2 costs
eligible for recovery through rates.

& In September 1987, the Company adopted SFAS-90
and recogrized a loss from the disallowance arising from
the Settlei»nt. In adopting SFAS-90, the Company
presented the cumulative effect of the accounting change
prior to January 1, 1987 in the Statement of Income and
did not restate previously issued annual financial state-
ments. The disallowance was comprised of:

(Dollars in Millions)

Cumulative Effect of Accounting Change $258
Less—Related Federal Income Tax Benefits (65)

Net Effect Prior to January 1, 1987 193
AFUDC Accrued in 1587 on Disallowed Project Costs 22

Additional Disallowed Plant Costs Recognized
in 1987 $ 56
Less—Related Federal Income Tax Benefits 9)

Net Effect in 1987 69
Net Disallowance $262

& The computation of the net disallowance as shown
above was as follows:

(Dollars in Millions)

Company Share of Total Plant Costs Based
Upon Niagara's January 1988 Cost Estimate
of $6.533 Billion including Prepaid
Financing Charges and Adjusted for
a Commercial Operation Date of
mid-May 1988:

Plant Costs $591
AFUDC 258
Prepaid Financing Costs 102
$951
Common Facilities and Unshared Costs
which the Company Considers Outside
the Scope of the Settiement and
Which Are Being Litigated 20
Total Investment 971
Settlement Allowance Comprised of:
Plant Costs 480
Prepaid Financing Costs 102
582
Amount Disallowed 389
Less—Payment from Niagara Mohawk 41)
—Federal Income Tax Benefits (74)
—AFUDC (12)
Net Disallowance $262

& Earnings information for 1988 as rep »rted a~d for
1987 and 1986 modified to exclude the write-off and
applicable AFUDC is as follows:

December 31,
1988 1987 1986

Earnings Applicable to

Common Stock (000's) $68,766 $63,042 $67.16]
Weighted average number

of shares (000's) 30,513 29,728 28,927
Earnings per Common Share $2.25 $2.12 52.32

& Insubsequent rate cases of some of the co-tenants,
the Staff of the PSC has argued that certain post-in-
service capital additions for Unit 2, estimated at $13
million for the Company, should be considered as
falling under the scope of the Settlement cap and
should not be afforded rate base treatmert. The co-
tenants disagree with the Staff's interpretation and
vigorously oppose it. The settlement of the Niagara rate
case, as well as that of the Company, contemplated a
proceeding late in 1988 to examine on a single record
these and similarly disputed amounts. This proceeding
is now expected to begin following the conciusion of
the current Unit 2 outage. The Company is unable to
predict what position the F3C will ultimately adopt, and
when and how much of these capital additions, if any,
may have to be written off.




& In an action stemming from a delay in Unit 2's
testing and power ascension schedule occasioned by
defects in the reactor's main steam isolation valves, the
co-tenants in April 1987 com:nenced a lawsuit against
three companies involved in the furnishing of that
equipment. On August 1, 1988, the co-tenants com-
menced a second lawsait, this one against both the firm
furnishing architect-engineering and construction-
management services and a company which fabricated
and erected piping for Unit £. This second suit seeks
dam.ages arising from the breach of certain obligations
in the contractual arrangeinents with the defendants,
which actions led to redesign, reconstruction and
higher cost for the completed work. The parties are cur-
rently engaged in discovery procedures in both
lawsuits. The Company cannot predict whether these
suits will be successful or the amount of damages, if
any, which may be recovered.

& OnJanuary 26, 1989 the co-tenants entered into
an agreement with General Electric Company (GE)
relating to certain disputes which arose in connection
with the Nuclear Steam Supply System (NSSS) portion
of the construction of Unit 2, providing for settlement,
mutual releases, and confidentiality of the specific ele-
ments of the agreement. The agreement provides that
GE will supply certain goods and services to the co-
tenants over a period of vears without cost or at a
reduced cost. Among other things, GE will supply
engineering services which will improve Unit 2's
technical specitications and which may ultimately
result in the increased capacity of Unit 2: software
designed to heip avoid unplanned outages; other goods
and services in support of Unit 2, and other goods
and services re’ating to turbine upgrading and main-
tenance at co-tenants’ generating facilities,

& GE will receive indemnification from the co-tenants
against any future judgments against GE brought by
other Unit 2 contractors related to the NSSS portion of
the construction of Unit 2, to the extent such judgments
result from successful co-tenant claims against the
contractors, and also indemnification for a portion of
certain legal fees which GE may incur

& The present value of the goods and services will be
recorded as an asset on the Company’s balance sheet in
1989 with an offsetting deferred credit also being
recorded, pending resolution of the rate treatment of
the Settlement. Whiie the Company does not believe
the current treatment of the Settlement is material, the
Company regards this as a favorable settlement. No part
of the Settlement will be included in income pending
PSC concurrence with the co-tenants’ proposed
accounting for such settlement and related expenses.

& The directors of the Company in Fall 1986 received
a demand letter, from a lawyer purporting to represent
two shareholders of the Company, threatening to bring
a shareholders’ derivative action on behalf of the
Company. The letter demanded that the directors take
legal action against officers and directors responsible for
what it alleged are losses sustained by the Company
because of its investment in, and purported mis-
management of, the Unit 2 project. The Secretary of the
Company responded to this letter and to a follow-up
one by stating that the Board did not believe that,
under then current circumstances, any further investi
gation into the demands was warranted and requesting
a statement of any specific facts believed to require
action. Neither the directors nor the Company officers
have received further communications from this party
on this matter in some two vears, but the same firm
represents certain shareholders of Niagara in derivative
litigation commenced against that company’s present
and former officers and directors in May 1988. That suit
seeks, in addition to the costs of the litigation itself,
damages allegedly sustained by Niagara shareholders
both from defendants’ mismanagement of construction
of Unit 2, and resulting disallowance iniposed in settie-
ment with the PSC, and from their concealment and
fraud in failing to disclose such mismanagement. The
Company is unable to predict whether the threats and
demands received by it will lead to litigation similar to
that in which Niagara is involved.

& One of the co-tenant owners, LILCO, continues to
experience governmental pressures, financial problems
and other difficulties that could adversely affect its
interest in Unit 2. State legislation enacted in 1986
created a public authority for the express purpose of
taking over LILCO and, among other things, disposing
of its interest in Unit 2. In mid-1988, LILCO and various
parties opposing its efforts to license and operate the
Shoreham Nuclear Plant reached a settiement which,
had it gone into effect, would have ended the threat of
11 0 takeover and attendant disposition of Unit 2.

\' ~ile certain conditions prerequisite to the Settlement’s
effectiveness were met, others were not and its status
remains uncertain. LILCO is understood to be paying its
share of ongoing Unit 2 expenses and receiving its
entitlement to power. There is no immediate indication
that will change, but LILCO's weakened financial condi-
tion and other difficulties impeding rosolution of the
public takeover threat leave uncertain its longer-term
participation in the Unit 2 co-tenancy
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interstate pipeline to pass through to its customers,
including downstream pipelines and local gas distribu-
tion companies, between 25% and 50% of the pipe-
line's take-or-pay costs,

& After receiving comments, the PSC appears to have
concludec n an order issued in October 1988, that it
could deny recovery of pipeline take-or-pay costs billed
by an interstate pipeline supplier and paid by a distribu-
tion company. No PSC response had been received on
the Company's petition for reconsideration of that point
as of mid-January 1989. The PSC has scheduled hear-
ings to determine whether distribution companies
should be required to absorb some portion of such take-
or-pay costs and how that portion recoverable from
ratepayers should be allocated among them. Staff of the
PSC and the Company have entered into an interim set-
tlement which would permit the Company to recover
from ratepayers 65% of the take-or-pay costs during the
continuation of the PSC proceeding but other parties to
the proceeding oppose this interim settlement and the
PSC had not acted on it as of mid-January 1989, At
December 31, 1988 the Company had deferred $1.1
million of billed take-or-pay charges.

& The Company is unable to predict whether the PSC
will require that it absorb some portion of the take-or-
pay costs billed by its interstate pipeline supplier or, if
the PSC does so require, whether that action will
survive judicial review. Moreover, because several pipe-
lines currently have pending before FERC proposals for
the recovery of take-or-pay costs, the Company is
unable to estimate at this time its overall exposure to
such costs.

PSC Fuels Audit. The Company was notified by the
PSC in December 1988 that its Utility Operational Audit
Section would conduct an audit of the Company's fuel
procurement practices. The audit began in January 1989
with a series of informational requests, an introductory
meeting of the PSC Audit Section with responsible
Company employees for orientation and explanation of
procedures, and initial identification of key Company
files. The PSC personnel have indicated an interest in
reviewing the Company's procurement of coal, oil and
nuclear fuel. Their work, which is expected to include
visits to Company generating stations as well as to
mines, laboratories and other facilities involved in the
procurement function, may take as long as a vear to
complete. The Company expects to be given an oppor-
tunity to comment on any findings and recommenda-
tions stemming from the audit. Similar audits at other
New York utilities have produced recommendations
that the PSC require refunds of a portion of rates

————————————————————— T —————————————————v— e

charged to custumers for fuel costs. The Company
believes its fuel procurement practices to be sound, but
is not able to predict what the PSC Audit Section may
recommend or what action the PSC may take.

Environmental Matters. Operations of the
Company's facilities are subject to various Federal, state
and local environmental standards.

Z In 1985, the New York State Department of
Environmental Conservation (NYSDEC) identified prop-
erty in the vicinity of the Lower Falls of the Genesee
River in Rochester as an inactive hazardous waste dis-
posal site. The NYSDEC conducted an investigation
with which the Company as an owner of a portion of
the property cooperated and, in March 1988, released a
report entitled “Expanded Phase | Investigation—
Genesee River Gorge (Lower Falls)” That report
includes an assessment of the adequacy of available
data, makes recommendations for additional phased
investigations and identifies property owners. The
Company is included in the list of property owners;
however, a list of potentially responsible parties has not
vet been completed. The site has been assigned Clas-
sification 2, “significant threat to the public health or
environment—action required,” in the NYSDEC's regis-
try of inactive waste sites. Cleanup of certain areas of
the site may eventually be ordered by NYSDEC. At
another location along the River where the Company
owns property, a boring taken for a sewer system
project in Fall 1988 showed a layer containing a black
viscous material_ There was no indication that the
material is migrating and it does not appear to be
linked to the Lower Falls site. The find was reported to
the NYSDEC, but the Company is not aware of any
investigation being conducted by the agency.

Z If the NYSDEC requires remediation of these sites

by virtue of ownership and/or past site disposal activity,

the Company may be fully or partially responsible for
the costs of investigation and any site remediation. The
Company cannot at this time predict whether the
NYSDEC will investigate the material from the boring,
what outcome will be reached in the Lower Falls site
investigation, and, with respect to either jocation, what
future studies may be performed, what remediation
measures may be directed and what share of any such
activities the Company may be asked to assume.

Other Matters. The Company's contract with the
federal Department of Energy (DOE) for nuclear fuel
enrichment services assures provision of 70% of the
Ginna Nuclear Plant's requirements throughout its
service life or 30 vears, whichever is less. No payment

33




34

Notes to Financial Statements

(Continued hom puage 53)

obligation accrues unless such enrichment services are
needed. The Company has secured the remaining

30% of its Ginna requirements under additional
arrangements with DOE through 1989 and for the years
1991 through 1995; it is currently reviewing its options
for the remainder of 1990 requirements. The annual
cost of enrichment services utilized for the three most
recent years and that estimated for the next seven years
(priced at the most current rate) are as follows:

1986 $5,400,000
1987 4,700,000
1988 5,300,000
1989-1990 3,700,000

1991-1995 5,500,000

& There have been no significant developments in
nine- and ten-vear old suits brought in various courts
against thic Coiipany secking an aggregate of $34.5
million in compensatory and $64 million in punitive
damages for what are alleged to be personal injuries
sustained through radiation exposure in 1974 at the
Company’s Ginna Nuclear Plant. The Company's initial
assessment led it to believe that plaintiffs would not
prevail on the merits. The cases have been generally
inac*ive and no discovery has taken place in any of
them. The Company's insurer disclaimed coverage for
punitive damages.

& Related litigatior seeking substantial compensa-
tory and punitive damages, brought by some of the
plaintiffs against the Company over an interoffice
memorandum:, has been concluded successfully with
no payment by the Company or its insurer

Report of Independent Accountants ”
Price Waterhouse

1900 Lincoln First Tower
Rochester, New York 14604
January 26, 1989

To the Shareholders and Board of Directors of
Rochester Gas and Electric Corporation

Z In our opinion, the accompanying balance sheets and
the related statements of income, retained earnings and
cash flows present fairly. in all material respects, the finan-
cial position of Rochester Gas and Electric Corporation at
December 31, 1988 and 1987, and the results of its opera-
tions and its cash flows for each of the three years in the
period ended December 31, 1988, in conformity with
generally accepted accounting principles. These financial
statements are the responsibility of the Company's
management; our responsibility is to express an opinion
on these financial statements based on our audits. We con-
ducted our audits of these statements in accordance with
generally accepted auditing standards which require that
we plan and perform the audit to obtain reasonable assur-
ance about whether the financial statements are free of
material misstatement. An audit includes examining, on a
test basis, evidence supporting the amounts and disclo-
sures in the financial statements, assessing the accounting
principles used and significant estimates made by manage-
ment, and evaluating the overall financial statement
presentation. We believe that our audits provide a reason-
able basis for the opinion expressed above.

& Asdescribed in Note 10, the Company adopted in
1987 Statement of Financial Accounting Standards No. 90
“Regulated Enterprises—Accounting for Abandon:eits
and Disallowances of Plant Costs” The adoption of this
Statement resulted in the disallowed portion of the
Company's investment in the Nine Mile Point Nuclear
Plant Unit No. £ (Unit) being recognized as a loss in the
1987 financial statements

& As are ult of continuing uncertainties with respect to
the Unit disc ussed in Note 10, the Company is unable to
predict whether further regulatory actions by the New York
State Public Service Commission with respect to its invest-
ment in the Unit will have, in the aggregate, a material
effect on its financial position or results of operations.
Accordingly, no provision for any additional loss that may
result upon resolution of these uncertainties has been
made in the accompanving financial statements.
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Common Stock and Dividends

Dividend Policy

The Company has paid cash dividends quarterly on its
Common Stock without interruption since it became pub-
liciy held in 1949. The Company expects to continue this
policy, although the level of future dividend payments is
necessarily dependent on the Comnany's future earnings,
its cash flow and additional factors discussed under the
heading Earnings/Summary presented in Management's
Discussion and Analysis of Financial Condition and
Results of Operations

& Quanterly dividends on Common Stock are generally
paid on the twenty-fifth day of January, April, July and
October. In January 1989, the Company paid a cash divi-
dend of $.375 per share on its Common Stock. Quarterly
dividends have been paid at this rdte since October 1957,
when the dividend was reduced from a quarterly rate of
$.55 per share. The October 1987 reduction resuited from
the Company's analysis of its 1987 rate decision, wherein
the PSC recognized the disallowance of certain Nine Mile
Two plant costs for rate-making purposes. The Company’s
analysis indicated that the rate increase granted was not
adequate to maintain the quarterly Common Stock divi-
dend at the prior level of $.55 per share

& The Company's Certificate of Incorporation provides
for the payment of dividends on Preferred Stock and
Common Stock out of the surplus net profits (retained
earnings) of the Company. The Company presently intends
to establish a retained earnings base at least equal to its
annual dividend requirement for both Preferred Stock
and Common Stock before considering an increase in

the Common Stock dividend rate above the current
quarterly rate,

Automatic Dividend Reinvestment and
Stock Purchase Plan

Common Stock shareholders may have the dividends on
all, or any designated number, of their shares automati-
cally reinvested in additional sharos of Common Stock by
participating in the Company's Automatic Dividend Rein-
vestment and Stock Purchase Plan. Participants may also
make optiona! cash payments of up to $5,000 each month
to acquire additional shares, whether or not they reinvest
their dividends. Optional cash payments need not be
made on a monthly or other recurring basis. Participants
may change their method of participation, withdraw from
the Plan or re-enroll as often as they wish. Mare informa-
tion on the automatic reinvestment of dividends may be
obtained by writing to the Agent, Chase Lincoln First
Bank, N.A.. Corporate Agency Department, Post Office
Box 1507, Rochester, New York 14603 or by calling the
Agent at (T16) 258-5854.

Tax Status of Cash Dividends

Cash dividends paid in 1988, 1987 and 1986 were 100
percent taxable for Federal income tax purposes.

Eamln? and Dividends

1988 1987 1986

Earnings per weighted average share

Total $2.25 §(595) $3.33
Before cumulative effect of
accounting change $225 § 54 8333
Number of tares (000's)
Weighted average 30,518 29,728 28927

Actual number at December 31 30,786 30,121 29247
Number of shareholders at

December 31 41,834 44,127 45959

Cash dividends paid
Ist quarter $378 4§ 55 855
2nd quarter 375 55 55
3rd quarter 378 B 55
4th quarter 375 375 55
Common Stock Trading

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

1988 1987 1986

Common Stock—-Price Range

High
Ist quarter 1™ 25% 28
2nd quarter 18% 19%  28Y%
3rd quarter 18% 18% 297
4th quarter 177% 17%  25%
Low
1st quarter 14% 19%  22%
2nd quarter 15% 15%  24%
3rd quarter 16% 16%  24%
4th quarter 16% 14%4 21%

Shareholder Profile—December 31, 1988

Common Stock Shareholders

Women 13,284
Men 12,03
Joint Accounts 10,585
Fiduciaries. Nominees, Others 5934
Location
United States, Except New York State 22,185
New York State, Except Franchise Area 7,163
Franchise Area 12,352
Foreign Countries 134
Shareholders Owning
1-200 shares 22,479
201-500 11,322
501-1,000 4 839

Over 1,000 3,194
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Selected Financial Data
|
Summary of Operations ‘
(Thousands of Dollars) Year Ended December 31 1988 1987 1986 1985 1984 1983 |
\
Operating Revenues |
Electric $§513,617 $489215 $466496 $429450 $416856  $407,948 |
(_}3_1.\ it et B ”N.‘m_230,395 216,058 261,688 269,562 291,628 276,357 ‘
744,012 705,273 728,184 699,012 708.484 684,305 |
Electric salestoother utilities 20966 26215 20465 44,103 60,103 55,644 ‘
Total OperatingRevenues 773,978 73] 488 748,649 743,115 768,587 739,949 |
36 0penﬂn| Expen.eo |
Fuel Expenses
ticviie fuels 64,767 61,292 52,186 64,776 82,106 88,745
Purchased electricity 30,299 26,467 30,144 27,804 35,497 33,820
_Gaspurchasedforresale 128,774 121736 160904 17 4 644 187,453 189,526
Total Fuel Expenses 223840 209495 243234 267224 305056 312,091
Operating Revenues Less Fuel l?.xpenm 550,138 521,993 505,415 475 891 463,531 427,858
Other Operating Expenses
Operations excluding fuel expenses 159,689 159,170 148,340 129,27. 131,670 132.032
Maintenance 52,575 46,124 44,767 42,518 41,013 39418
Depreciation and Amortization 69,703 55,530 52,072 46,716 42,199 39.279
Taxes—local, state and other 88,635 82,869 84,590 81,983 83,013 80,118
Federal income tax—current 20.363 32,781 ' 12,974 15,724 5,390
~deferred e R 44978 41885 32,794
_'l_mgl_(_)_lhu (ipemmuz Expenses 41[ 264 Z"‘Lt‘_l_fs_._ 4 358442 355,504 329,031
Opentlu lncglggmw_____ R e TG | NN ¢ s R 117449 108,027 98 827
Other Income and Deductions
Allowance for other funds used during
construction 2,047 5.030 32 828 38,393 33,782 25,697
Federal income tax 1,683 17.520 13,880 13,344 13,356 9,724
Disallowed project costs - {55,860) - — - -
Other, net SR ¢ R T A 3809 26 1,579
-_n__;_“_"j’l_(.nl'“ [Qt()r_m and [)edmn(m\wm LA ‘9!_53_‘_,.‘__. __M’j_ 479) 53, 55,636 47,399 37,000
Income before Interest Charges eS80 07896 h‘“* 254 _ 173,085 155426 135,827
Interest Charges l
Long term debt 72,270 73,489 74,571 70,373 63,103 56,761
Short term debt - 129 68 - 19 936 |
Other, net 2,898 2,685 2,074 2,221 2.464 2048
Allowance for borrowed funds used during
construction o faTTT)  (2696)  (11.978)  (14338) {12,741)  (10.168)
___Total Interest Charges 3391 73607 64735 58261 52845 49577
Income from C on(inuing Operations, Before
Cumulative Effect of Accounting Change 76,114 24 289 104,519 114,824 102,581 86,250
Discontinued Steam Operations - (6,356) 1,037 (2)
Cumulative Effect for Years Prior to 1987 of
Accounting Change for Disallowed Costs ~ —  (153000) ot Sy T e |
Net Income (Loss) 76,114 (168.711) 104519 108,468 103,618 86,248
Dividends on Preferred and Preference
Stock, at required rates Gy 348 8147  BOSB 9467 l.; 213 10,515
Earnings (Loss) Applicable toCommon Stock 6 68,766 $(176858) § 96461  § 99.00] 91405 § 75,733
e Weighted Average Number of Shares
Gas Outstanding in Each Period, (000's) 30513 29,728 28,927 27 641 25,101 23.389
w Earnings (Loss) per Common Share—Total §2.25 $(5.95) $3.33 $3.58 $3.64 $3.23
. Earnings (Loss) per Common Share—Continuing ; : '
e LOperations $2.25 $ .54 $3.33 $3.81 $3.60 $3.23

Cash Dividends Paid per Common Share §1.50 $2.025 $2.20 $2.20 $2.04 $1.84




Condensed Balance Sheet

{Thousands of Dollars) At December 31 1988 1987 1986 1985 1984 1983
ASSETS
Utility Plant 82,122,922 $1559,848 $1531.019 351446916 $1,394375 $1,310,459
Less—Accumulated depreciation and
_amortization ~ B53876 586,840 571,022 532,547 489,938 449 807
1,469,046 973,008 959,997 413,969 904,437 860,652
Construction work in progress £ 41044 501738 768,905 710,194 554,331 424 875
Net utility plant 1,510,000 1474746 1728902 1624.163 1458768 1285527 37
Current Assets 211,313 m 309 141,222 144217 151,042 135,403 |
Deferred Debits L e SRS Q3LRS6 N0 SRORR G360 TRARY |
Total Assets Sl 823418 51 790,581 $1.984.464 $1850472 $1674,079 1 496 857 l
CAPITALIZATION AND LIABILITIES |
Capitalization
Long term debt $ 792976 $ 8a5326 § 773082 § 765511 $ 678018 $ 611282
Preferred stock redeemable at option
of Company 67,00 67,000 67.000 67 .000 67.000 67.000
Preferred stock subject to mandatory
redemption 30,000 50,797 13,485 45,922 47,562 49,187
Preference stock subject to repurchase 28,000
Common shareholders’ equity
Common stock 504 907 494,018 479,704 461,078 405,200 385,921
Retained earnings BN BT 11617 28500 - 216786 1% 9,676 153,142
lol.{l common share hnldt rs fq\u!\ _ A 544 61" Lepien ‘I 1.6 ’ : _(T"" 200 671813 & !
Total ( dpltah/.ullun 5 434, 593 1.474.7 1612776 1,556,306 1377456 1, 2945
Long Term Liability—Departinent
of Energy 51,016 47,77 44 950 42,214 39,084 35,363
Current Liabilities 126,233 90,504 118,346 98,270 131,108 81,602
Deferred Credits and Other Liabilities 211,576 177,546 208390 153682 126431 85,360

lnml(dplldh[dtlnn and Liabilities Sl 823, 418 $1,790581 $1984.464 $1850472 $1674079 §I, 496 857

Financial Data

At December 31 1988 1087 1986 1985 1984 1983
Capitalization Ratios* (percent)
Long term debt 56.8 58.7 49.2 50.5 50.6 48.6
Preferred and preference stock 6.5 7.7 6.7 7.1 81 109
Common shareholders’ equity R . PATINT . SRGOL. - AHONL . RSN, 1. Eanes. . |
Trtal 100.0 190.0 1004 100.0 100.0 100.0
Book Value per Common Share—Year End $§17.69 $16.98 $24.93 $23.79 $22.78 $22.09
Rate of Return on Average Common Equity
(percent) 12.68 12.45* 13.38 14.93 16.01 14.97
Embedded Cost of Senior Capital (percent)
Long term debt 8.71 8.90 9.3¢ .88 9.91 10.07
Preferred stock 6.72 7.09 7.20 1.27 7.37 7.37
Effective Federal Income Tax Rate (porcent) 33.9 61.3 30.f 28.0 30.1 248
Depreciation Rate (percent)—Electri 3.56 } 5  B1) 3 40 2 3() 323
—~(ias 2.96 2.98 o 2.98 a1 2.9¢
Interest Coverages***
Before federal income taxes (incid. AFUDC) 2.53 2.55 2.9 3.08 3.26 2.91
(excld. AFUDC) 2.48 2.45 2.38 2.35 2.55 2.31
After federal income taxes (incld. AFUDC) 2.01 1.93 2.3 249 258 244
(excld. AFUDC) 1.96 1.83 1.78 1.77 1 87 1.84

*Includes Company s long term liability to the Department of Energy
**Excludes disallowed Nine Mile Tiwo plant costs written off in 1987
$SAFUIXC included in interest coverages priov 1o 1957 has not been restated (o refiect the disallowance of certain Nine Mile Two piant costs recognized
by the Compary it 1987




Electric Revenue

Electric Expense

Operating Income before Federal Income Tax

Operating Income from Electric Operations

Electric Operating Ratio
Flectric Sale s—KWH

Electric Customers at December 31

ity Generated and Purchased-—KW H

Electric

Electric Department Fuel
I

System Net Capability—-KW at December 31

Net Peak Load—KW
Annual Load Factor—Net

149,663
120,490

n11
V13

513,617
29 .96¢

64.767
30.299
124 871
14.064
60.444
66,426

) 867
2,716

117
900

017

19 .07

541.000
621.000
17 .000
29,000
360,000
1.508.000

1,275,000
600




Gas Department Statistics
Year Ended December 31 1988 1987 1986 1985 1984 1983
Gas Revenue (000 5
Residential 6439 § 6436 $ 7694 § B403 $ 8924 $ BII0
Resiaential spaceheating 0,383 138,552 156,120 153,279 162,727 153,167
Commercial 44,781 43,311 52,653 53,568 56,518 53,636
Industrial 9,859 10,842 28 800 3K8 837 46518 44,552
Municipalandother 18933 16917 16.42] 15,475 16,941 16,092
Total gas revenue A A e L 216,058 261688 269562 291,628 276,357
Gas Expense (0 20's)
Gas purchased for resale 128,774 121,736 160,904 174 644 187,453 189,526
Other operation 34818 32 850 34 843 33,079 34,058 31,620
Maintenance 8,515 8.483 8,194 7,505 7478 6.974
Depreciation 9,259 8,754 R.319 7,701 7,377 6,631
Taxes—local stateandother 22200 21,365 23,276 23,116 23,798 22,187
Gas revenue deducticns chict yaed iy 4 203,575 188, 188 235,536 246,045 260,164 256,938
Operating Incoine before Federal Income Tax 26,820 22 870 26,152 23,517 31,464 19,419
___ Federal income tax 6,569 7,137 7,774 5,884 10,199 3.845
Operating Income from Gas Opennom (uf!u 5) ‘§ 20,251 $ 15733 $ IB378 § 17633 $ 21265 § 15574
Gas Opere ».g Ratio % 74.7 75.5 779 798 8.5 82.5
Gas Sales—Therms (000 5)
Residential 10,374 10,255 11,382 12,296 12,746 12,323
Residential spaceheating 267,697 244 655 253,101 244,593 252,518 232,380
Commerciai 86,413 83,167 -2 864 93,283 85,427 88,501
Industrial 20,174 22,033 56,621 76,263 90,266 82,895
Municipal 8 rZevane ¢ | RRem X e ) | __l?ﬂ_t_s 26,937 24,661
Total gas saies to our customers 400,172 378,095 437,373 51,283 477 894 440,760
Transportation of customer-owned gas : 83,594 67,496 24,584 618 - -
Total gas sold and transported BRGSO, 483,766 445,591 461,962 451 901 477,894 440,760
Gas Customers at December 31
Residential 24,139 24,834 25,865 27,202 28,438 29,246
Residential spaceheating 210,710 206,458 201,227 196,035 191,192 187,071
Commercial 17,213 16,771 16,330 15,816 15,323 15,020
Industrial 1,042 1,085 1,015 1,029 1,019 977
Municipal 1,039 1,026 1,009 990 977 970
Total gas custumers s 254,143 250,124 245,446 241,072 236,949 233,284
Gas—Therms (000's)
Purchased for resale 408,044 381,632 439,381 469,386 475,976 462,357
Other RO e % 1,967 2,317 5,996 14,943 18,039 16,479
Total gas available i e 41001 383,949 445 377 484,329 494,015 478,836
Cost of gas per therm 31.76¢ 3251¢ 35 82¢ 37.53¢ 38.52¢ 40.51¢
Total Daily Capacity—Therms at December 51 4,485,000 4485000 4485000 4,485,000 4,485,000 4,150,000
Maximum daily throughput—Therms "83.744,500 3443240 3499640 3,746,980 3711490  3.456,050
Degree Days (Customer Billing)
For the period 6,871 £,439 6,742 6,412 6,784 6,305
Percent colder (warmer) than normal 1.2 (4.6) 13 (5.0) 1.1 (6.3)

*Method for deterrmining daily capacity, based on curvent network analysis, reflects the maximum demand which the ransmission system can accepl
without a deficiency
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