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MISSION STATEMENT

The Columbia Gas System, Inc., through its sub-
sidiaries, is active in pursuing opportunities in all
segments of the natural gas industry and in related
energy resource development, Exemplified by
Columbia’s three-star logo, these separately managed
companies strive to benefit: System shareholders—
through enhancing the value of their investment;
customers— through efficient, safe, reliable service;
and employees— through challenging and

rewarding careers.

PORTRAITS OF
ACCOMPLISHMENT

Columbia Gas could not be a natural gas industry
leader without the energy of dedicated, innovative
employees. Columbia’s 1992 annual report highlights
four of Columbia’s many talented employees. Their
accomplishments exemplify the hard work and effort
that help Columbia maintain its leadership role—

in oil and gas drilling, in customer service and in envi-
ronmentally sound energy technologies.

Pictured at the opening of the operating
segment discussions are: Dick Stollar, chief geologist
for Columbia Natural Resources Company; Janet
Shobe, customer service representative, and Jim Ogg,
meter mechanic, for Columbia Gas Transmission
Corporation; and Tim Davis, manager of natural
gas vehicle market development for the Columbia
distribution companies.

No company can attain its goals without

the sustained accomplishments of a dedicated workforce.

This is one of Columbia’s strengths.
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HIGHLIGHTS

THE CoOLUMBIA GAS SYSTEM, INC. AND SUBSIDIARIES

1992+ 1991% 1990
Income Statement Data ($ in millions)
Operating Revenues 2,922.0 2576.8 2,357.9
Net Income (Loss) 51.2 (694.4) 104.7
Operating Income (Loss) by Segment:
Oil and Gas (101.2) (4.5) 433
Transmission 129.9 (1,192.2) 128.2
Distribution 137.7 114.9 96.7
Other Energy & Corporate (3.3) (4.6) (6.1)
Total 162.9 (1,086.4) 262.1
Per Share Data (%)
Net Income (Loss) on Common Stock 1.01 (13.74) 221
Dividends - 1.16 2.20
Book Value 21.26 19.92 34.83
Market Price:
High 23% 47 ' 54 %/
Low 14 127/ 41'h
Close 19% 17 Y 46 /s
Common Stock Data (000)
Average Shares Outstanding 50,559 50,537 47,316
Average Daily Shares Traded 141 383 146
Operating Statistics
Gas Production (billion cubic feet) 69.2 76.3 753
Qil Production (thousands of barrels) 3,061 3,411 2,688
Transmission Throughput (billion cubic feet) 1,741.0 1,521.2 1,386.1
Distribution Throughput (billion cubic feet) 486.7 462.4 465.7
Balance Sheet and Other Data (% in millions)
Capital Expenditures 299.7 381.9 629.6
Total Assets 6,530.9 6,332.2 6,196.3

*Reference is made to Notes 1A and 2 of Notes to Consolidated Financial Statements.

NET PLANT BY SEGMENT
AT DECEMBER 31, 1992

(% in millions)

@ Transmission 1,603
B Distribution 1,175
Qil & Gas 591
B Other Energy 61

HOWARD ROSS LIBRARY
OF MANAGEMENT

MAR 22 1993

McGILL UNIVERSITY §




Cﬂfumbia Gas Chairman and
CEO John H. Croom inspects

TriStar Ventures’ Pedricktown,

New Jersey, cogeneration plant.

The facility began supplying electric
power to New Jersey residents and
steam to a major chemical facility
in mid-1992. Nearby in Vineland,
New Jersey, a TriStar partnership is
constructing a similar installation

at a food-processing plant.

To OUR SHAREHOLDERS

Wlile the principal focus of your
management and your board of direc-
tors continues to be the prompt reso-
lution of the
bankruptey pro-
ceedings, day-to-
day operations of
Columbia’s busi-
ness units are cer-
tainly not being
ignored. In fact,
I'm pleased to
report that they
are all functioning
efficiently and
effectively.

Unlike
many companies
that seek protec-
tion under Chapter
11 of the Bank-
ruptey Code,
Columbia is not losing money. Net
income for 1992 was $51.2 million,
or $1.01 a share. However, if we elim-
inate the effects of the special charges
and bankruptcy-related costs that
have tended to obscure the stability
and strength of our operating sub-
sidiaries, we get a clearer picture of
Columbia’s operating performance.
As shown on the accompanying

chart, absent these charges and

costs, net income for 1992 would
have been $98.7 million as compared
with $80.8 million in 1991. Much of
the improvement in 1992’s earnings
is due to the combined effect of
improved rate structures and sub-
stantial increases in throughput by
both our transmission and distribu-
tion segments. The results also reflect
increased revenues from our propane
operations and income from two new
cogeneration facilities that TriStar
Ventures and its partners put into
commercial operation in 1992.
Although early in the year the earn-
ings of our oil and gas segment (like
those of other oil and gas production
companies) were constrained by low
energy prices, this situation improved
in the fourth quarter due to higher gas
prices and increased domestic oil
production resulting from a highly
successful horizontal drilling pro-
gram in the Southwest.

Developing and implementing
strategies and programs that will enable
each of our business segments to oper-
ate profitably will continue to be a
major priority as your management and
your board of directors work closely
together to emerge from Chapter 11 as

promptly and effectively as possible.



Members of your board
of directors continue to be actively
involved in the bankruptcy proceed-
ings, both individually and through the
special committee that was formed to
assist management in devising a
responsible plan of reorganization.
Their support and their input into the
decision-making process have been
extremely valuable.

As the 1992 performances
of our various operating companies
demonstrated, our businesses are
fundamentally strong. This includes
our principal pipeline subsidiary,
Columbia Gas Transmission Corpo-
ration, now that it has rejected the
noncompetitive gas purchase con-
tracts that were the major cause of

Columbia’s financial difficulties.

HigHuiGHTS
Year Ended December 31

The exaggerated claims for
damages and lost profits resulting
from Columbia Transmission’s rejec-
tion of the noncompetitive contracts
continue to be a principal issue in the
bankruptcy proceedings. They are
currently being reassessed by a claims
resolution process established by the
bankruptcy court that we believe will
result in recalculated claims which
are only a fraction of those presently
asserted by the producers.

Over the past several months,
additional issues have surfaced and
competing interests, including regula-
tory agencies, have become involved,
making the proceedings far more
complex and time-consuming. These
matters are addressed in another

section of this report; however, the

($ in millions except per-share data) 1992 1991
Net income before extraordinary item,

accounting changes and unusual items $ 98.7 $ 808
Extraordinary item and accounting changes (39.7) 100.4
Unusual items (7.8) (875.6)
Net Income (Loss) $ 512 $ (694.4)
Earnings (loss) per share
Net income before extraordinary item,

accounting changes and unusual items $ 1.95 $ 160
Extraordinary item and accounting changes (0.78) 1.98
Unusual items (0.16) (17.32)
Earnings (Loss) on Common Stock $ 1.01 $ (13.74)

most significant involves complex
litigation resulting from the attempt

by Columbia Transmission’s creditors’
committee to access more than $2 bil-
lion of parent company assets. The
committee’s complaint challenges the
validity of secured and unsecured debt
Columbia Transmission owes the
parent company, dividend and interest
payments it made to the parent com-
pany and its transfer of natural resource
properties to another subsidiary. We
are confident that our strong and credi-
ble defenses will prevail on each of
these issues and are seeking to expedite
court proceedings that have been pend-

ing for several months.

Delays Disrupt Timetable

Delays associated with these
court cases and other issues have
severely disrupted our projected time-
table for emerging from Chapter 11.
It now appears unlikely that we will be
able to gain approval for plans of reor-
ganization before the end of this year.

Let me assure you that your
management and your board of
directors are as eager as you are to
conclude the bankruptcy proceedings.
We continue to believe that it is in the

overall best interests of all concerned



to avoid prolonged and costly litiga-
tion by developing consensual reorga-
nization plans that maximize value to
existing shareholders, creditors and
other affected parties. This has been
our goal from the start, and we are
working hard to accomplish it. We
are optimistic that preliminary discus-
sions of reorganization proposals cur-
rently under way with representatives
of various constituencies will prove
fruitful and lead to plans that have
broad support. However, we also are
confident of the strength of our legal
positions and are prepared to con-
tinue court proceedings Lo preserve
shareholder equity if that should

become necessary.

Order 636

Looking ahead, Columbia is
well-prepared for the changes taking
place throughout the gas industry as
a result of the radically new, industry-
wide operating guidelines mandated
in the Federal Energy Regulatory
Commission’s Order No. 636. Com-
monly referred to as the restructuring
rule, Order 636 will result in unprece-
dented levels of competition through-
out the gas industry. It will have a
significant impact on the relationships
between various segments of the
industry and change the traditional
roles of Columbia’s operating units.

For example, responsibility for
developing and managing gas supply

will transfer from pipeline companies

to distribution companies. Fortu-
nately, Columbia’s distribution com-
panies already have in place one of
the nation’s most sophisticated supply
procurement programs that will pro-
vide their customers with ample and
dependable supplies of competitively
priced natural gas in the years ahead.
Under the new guidelines, the
sales function, traditionally provided
by most pipeline companies, will all
but disappear. Beginning later this
year, under FERC-approved schedules,
Columbia’s pipeline companies plan to
offer their distribution company and
end-user customers a wide array of
competitively priced transportation
and storage services that will better
match their needs under Order 636.
Recognizing the significant
effect Order 636 and other regulatory
and market forces are having on the
gas industry, Columbia is taking a
close look at the way its operations are
structured. Special teams are examin-
ing various functions and processes
and asking: “Is there a better way?”
Our objective is to better position each
ol our business segments to effectively
compete in the energy industry’s

rapidly changing environment.

Strong, Stable Markets
Columbia’s markets remain
strong. Customer demand has been
stable throughout our operating
territory during the past few years

despite the prolonged recession

and the demand-depressing effect
of warm weather.

Longer term, the natural gas
industry is full of promise. In the
years ahead, the United States will
need substantial quantities of clean
energy. There is growing recognition
that natural gas is the environmen-
tally preferred fuel and that sufficient
domestic reserves of clean-burning
gas are available.

Columbia should benefit from
the expanded role that natural gas will
play in our nation’s future, We are
encouraged by the potential offered
by new markets such as the growing
use of natural gas to generate electric
power and to fuel motor vehicles.
The amount of gas our distribution
companies expect to sell for electric
power generation alone is expected
to increase 10 percent annually over

the next five years.

LNG Business Plan

Each of our operating compa-
nies continues (o review and adjust its
business plan to take advantage of all
marketing opportunities. For exam-
ple, our Columbia LNG subsidiary is
actively seeking authorization to initi-
ate a service al its liquefied natural gas
receiving and regasification terminal
on the Chesapeake Bay that will pro-
vide distribution companies with
extra gas they need to serve the
abnormally large demands of their

customers on colder winter days.



Columbia LNG is also investigating
opportunities that could result in the
terminal once again being used to
handle liquefied natural gas imports.
One major reason Columbia
can look to the future with confidence
is the efficiency and effectiveness of
its various operating companies. The
latest testimony to this was contained
in the results of an outside audit of
our largest distribution company,
Columbia Gas of Ohio. For over
10 months an outside audit firm con-
ducted a broad-hased examination of
the company’s operations, policies and
planning capabilities, which I might
add are consistent with those of each
of our other distribution subsidiaries.
The auditors’ findings were summed
up in this excerpt from the final
report: “Columbia Gas of Ohio is
well-managed, understands and deals
effectively with emerging issues and
continued changes in the industry, and
is positioned to remain a viable and
effective local distribution company.”
Another major reason
Columbia is optimistic about the
future is its skilled and dedicated
worklorce. The outstanding efforts of
the 10,000-member Columbia family
contributed greatly to the improved
performances of our operating units
this past year. Their consistent ability
to deliver efficient, dependable, high-
quality services has been a source of

pride and gratification over the years.

TiO0O O UR

Without their help, our achievements
would not have been possible. Their
response to the challenges of these
difficult times has been nothing short
of outstanding. Each is committed to
seeing that his or her company is rec-

ognized as the best in the industry.

Board Member Resigns

Effective December 31, 1992,
John W. Snow, chairman, president
and chief executive officer of CSX
Corporation, resigned from the board
of directors citing the press of CSX
business and increased responsibil-
ities in other areas. Columbia
benefited greatly from his business
knowledge during the time he served
on the board. His advice and counsel
will be missed.

In the coming year, your man-
agement, your board of directors and
the entire Columbia team are commit-
ted to pursuing all opportunities that
will provide the highest quality ser-
vices to our customers and build

value for our shareholders.

Sincerely,

&hﬂﬂv

John H. Croom
Chairman, President and CEQ

February 17,1993

SHAREHOLDERS



SYSTEM PROFILE

Ee Columbia Gas System is one

of the nation’s largest natural gas
systems. It consists of a holding com-
pany, a service company and 17 oper-
ating subsidiaries. The operating units
are engaged in the exploration, pro-
duction, purchase, marketing, storage,
transmission, and wholesale and retail
distribution of natural gas, as well as
other energy operations such as cogen-
eration. Columbia’s operations are
divided into four primary segments—
oil and gas, transmission, distribution,
and other energy operations.

Oil and Gas Operations

Two Columbia subsidiaries,
Columbia Gas Development Corpora-
tion and Columbia Natural Resources,
Inc., explore for, develop, purchase,
produce, and market oil and natural
gas in the United States. These com-
panies hold interests in more than
two million net acres of natural gas
and oil leases and have proved
reserves in excess of 800 billion cubic
feet of natural gas equivalent.

Operations are focused in
the Appalachian, Arkoma, Michigan,
Permian, Powder River and Williston

basins; onshore and offshore in
the Gulf Coast areas of Texas and
Louisiana, and in Utah and California.
Offshore holdings include interests
in lederal blocks, most of which are
located in the West Cameron, Ver-
milion, Eugene Island and Ship Shoal
areas of the Gulf of Mexico.
Columbia’s exploration and
development companies are among
the industry’s leaders in utilizing new
technologies such as horizontal
drilling and three-dimensional seis-
mic analysis. Their success rates
have been consistently better than
national averages.

Transmission Operations

Columbia’s two interstate
pipeline companies, Columbia Gas
Transmission Corporation and
Columbia Gull Transmission Com-
pany, operate a 23,700-mile pipeline
network that extends from offshore in
the Gull of Mexico to New York State
and the Eastern Seaboard. In addition,
Columbia Transmission operates one
of the nation’s largest underground
storage systems.

O1L AND GAS
Net Acreage (000) Net Productive Gas Wells 5,926
Developed 1,629 Nel Productive Oil Wells 366
Undeveloped 880 Oil and Gas Production
Proved Reserves Natural Gas (Bel) 69
Natural Gas (Bcl) 780 Oil (000 Bbls) 3,061
1992 Capital Expenditures
0il (000 Bhls) 14,630 (% in millions) 7l
TRANSMISSION
Total Throughput (Bef) 1,741 Storage Capacity (Bel) 775
1992 Capital Expenditures
Sales (Bel) 196 ($ in millions) 114

Transportation (Bcf) 1,545




Historically, Columbia Trans-
mission offered both a wholesale sales
service and a transportation service Lo
local distribution companies. How-
ever, when a new federally mandated
business restructuring takes effect in
late 1993, Columbia Transmission
will expand its transportation and
storage services for local distribution
companies and their industrial and
commercial customers and provide
a minimal sales service. Columbia
Gulf’s pipeline system, which extends
from offshore Louisiana to West Vir-
ginia, carries a major portion of the
gas delivered by Columbia Transmis-
sion. It also transports gas for third
parties within the production areas of
the Gulf Coast. Columbia Gulf owns
interests in the Overthrust, Ozark
and Trailblazer pipelines, which
extend into major midcontinent and
western gas-producing areas. Com-
bined, Columbia Transmission and
Columbia Gulf serve customers in
15 northeastern, middle Atlantic,
midwestern, and southern states
and the District of Columbia.

Columbia LNG Corporation,
the owner of the largest and most
strategically located liquefied natural
gas receiving and regasification termi-
nal in North America, has announced
plans to initiate peaking and termi-
nalling services by the end of 1994.

Distribution Operations

Columbia’s five distribution
subsidiaries provide natural gas service
to more than 1.8 million residential,
commercial and industrial customers
in Ohio, Pennsylvania, Virginia, Ken-
tucky and Maryland. These subsidi-
aries not only develop gas supplies

DISTRIBUTION
Retail Customers Total Throughput (Bcf) 487
1992 Capital Expenditures
Residential 1,711,946 ($ in millions) 100
Commercial 161,937
Industrial and Other 2382
Total 1,876,265
OTHER ENERGY
Coal Reserves
(million tons) 550 Propane Customers 63,899
1992 Capital Expenditures
(S in millions) 15 Gallons Sold (000) 63,348

for their high-priority customers, but
also transport gas for industrial and
commercial customers who purchase
gas from other sources. More than
28,000 miles of distribution pipelines
serve such major markets as Colum-
bus, Lorain, Parma, Springfield and
Toledo in Ohio; Gettysburg, York and
a part of Pittsburgh in Pennsylvania;
Lynchburg, Staunton, Portsmouth
and Richmond suburbs in Virginia;
Ashland, Frankfort and Lexington

in Kentucky; and Cumberland and
Hagerstown in Maryland.

The distribution companies
are leaders in developing new natural
gas technologies, guiding research,
organizing field tests and encouraging
the manufacture and marketing of
natural gas vehicles, gas air condition-
ing and heat pumps, efficient water
and space heaters, and fuel cells.

Other Energy Operations
Columbia’s TriStar Ventures
Corporation primarily participates in
natural gas-fueled cogeneration pro-
jects that produce both electricity and

useful thermal energy. In 1992, projects
developed and managed by TriStar and
its partners began operating in New
Jersey and New York and construction
was begun on a second project in New
Jersey. A fourth major TriStar cogenera-
tion project is in the permitting stage in
the District of Columbia.

Two System subsidiaries,
Columbia Propane Corporation and
Commonwealth Propane, Inc., sell
propane at wholesale and retail to
approximately 66,000 customers
in six states.

In the Appalachian area,
another System subsidiary owns
approximately 550 million tons of coal
reserves, much of which contain less
than one percent sulfur. Approximately
50 percent of these reserves are leased
to other companies for development.

The Columbia Gas System
Service Corporation takes advantage
of economies of scale to provide cen-
tralized, cost-efficient data processing,
financial, accounting, legal and other
services for the parent company and
other operating subsidiaries.

=



OPERATING RESULTS ($ millions)

OIL AND GAS

\/
X

M

Operating Revenues
Operating Expenses
Operating Income (Loss)

Capital Expenditures

Natural Gas Production (Bcf)
Qil Production (000 Bbls)

TRANSMISSION

Net Revenues

Operating Expenses
Operating Income (Loss)
Total Throughput (Bcf)
Capital Expenditures

DISTRIBUTION

Net Revenues
Operating Expenses
Operating Income
Total Throughput (Bef)
Customers (millions)

Capital Expenditures

R HERSENER GY

Net Revenues
Operating Expenses
Operating Income

Capital Expenditures

1992
198.7
299.9

(101.2)

70.8
69.2
3,061

1992
761.4
631.5
129.9

1,741.0
114.2

1992
696.5
558.8
137.7
486.7

1.9

99.7

1992
97.6
90.8

6.8
15.0

1991
214.8
2193
(4.5)
120.8
76.3
3,411

1991
634.5
1,826.7
(1,192.2)
1,527.2
152.9

1991
645.5
530.6
1149
462.4
1.8
98.0

1991
102.1
97.2
4.9
10.2

1990
215.0
il72 by

433
229.0

753
2,688

1990
647.3
519.1
128.2

1,386.1
279.5

1990
622.4
525.7

96.7
465.7

1.9
107.0

1990
101.2
95.7
5.5
14.1

HiGHLIGHTS

# Columbia’s southwest exploration drilling efforts experi-
enced a 42 percent success rate—more than double the
normal industry rate.

® Aggressive marketing, long-term contracts and price
hedging programs allowed Columbia to market its gas
at an average price that was 25 percent higher than the
average spot market price.

= Columbia’s domestic oil production rose eight percent,
while domestic gas production was virtually unchanged.

= Columbia’s transmission companies proposed a new
menu of 18 services that respond to customer needs
and comply with new federal guidelines.

s The transmission companies reached rate case settle-
ments with their customers.

= Studies continued to assess the impact of new environ-
mental requirements on past operating practices,

» Total throughput increased 14 percent.

® Columbia Transmission’s service territory experienced
its eighth consecutive warmer-than-normal heating
season.

» An agreement to sell Columbia LNG stock was terminated.

®#Columbia’s distribution companies helped promote the
natural gas vehicle market, winning a national award
for efforts to encourage production of natural gas-pow-
ered lift trucks and opening the nation’s largest public
natural gas vehicle fueling station in Columbus.

# Columbia Gas of Ohio became the latest Columbia
distribution subsidiary to earn high marks alter a
third-party management audit.

#Despite the economic downturn and warm weather,
Columbia’s distribution companies increased throughput
by 5 percent and added 28,000 customers.

a The distribution companies strengthened their supply
planning efforts in response to new federal guidelines.

= Commercial service began at joint-venture cogeneration
projects in New Jersey and New York, and ground was
broken for a project at a food processing plant in
New Jersey.

®Realigned customer mix and reduced delivery costs
improved propane profit margins.



TRENDS AFFECTING QPERATIONS

® Gas supply and demand are becoming more balanced. This should
alleviate the downward pressure on gas prices caused by the gas
supply deliverability surplus of the 1980s.

= While wellhead prices for oil and gas will remain volatile, a trend

toward moderate price appreciation should belster drilling economics.

= Strengthened by a favorable political climate and natural gas’s
beneficial environmental attributes, demand growth forecasts
continue to be favorable.

® As major oil companies refocus their efforts overseas, domestic
opportunities for independent producers are improving.

® New federal regulations will permit customers to shop for the best
portlolio of services and prices, thus increasing competition for both
existing and new markets.

» Competition will require increased reliance en improved
technologies.

= Changing environmental regulations will have a major impact
on operations and construction projects.

s New federal regulations will provide greater opportunities for
NG peaking services.

= State regulatory commissions will carefully monitor new federal
guidelines requiring strong supply portfolio planning capabilities.

= Weather variations will continue to be the major factor in residential
and commercial customer consumption levels.

= The Clean Air Act and the National Energy Strategy offer opportuni-
ties to build markets by promoting the beneficial environmental
attributes and domestic availability of natural gas.

= Core markets will face aggressive competition [rom alternative fuels.

sFederal regulations are increasing the complexity of securing
long-term gas supply and transportation arrangements for
cogeneration projects.

sPropane faces growing competition from other fuels.

STRATEGIC OVERVIEW

OUTLOOK

= Columbia’s oil and gas companies are continuing to invest in the latest
technologies to reduce the risks and costs associated with exploration
and development efforts.

® Natural gas marketing is being strengthened to capitalize on
opportunities created by recent federal regulations and capture
business efficiencies.

® Anticipated regulatory stability during the next few years will allow
Columbia's transmission companies to focus their attention on satisfy-
ing customer needs.

® The transmission companies will work with federal, state and local reg-
ulatory agencies and expand employee training programs to assure that
their operations are as safe and environmentally benign as possible.

® Electronic measurement and other computer-based technologies that
offer competitive advantages and operating efficiencies will continue
to be aggressively pursued.

® Columbia LNG plans to reactivate the Cove Point terminal as
a peaking facility and offer a terminalling service for imported LNG.

® To remain competitive with electric utilities, Columbia’s distribution
companies are emphasizing programs that focus on reducing costs and
promoting conservation.

= The distribution companies are secking “weather normalization
clauses” in their rate structures to reduce the effects of weather varia-
tions on customer bills and on earnings and cash flow.

» Growing year-round and off-season markets, such as electric genera-
tion and gas air conditioning, that complement heat-sensitive residen-
tial and commercial customers, will help smooth distribution’s load
profile and improve financial performance.

» Through effective management, Columbia’s distribution companies
are minimizing the need for rate case filings.

= TriStar Ventures’ fuel management capabilities will be a valuable
altribute in securing independent power project opportunities.

® Propane marketing programs gear up to build year-round load
and maintain market leadership in Virginia.
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MANAGEMENT'S DISCUSSION & ANALYSIS

Bankruptcy Matters

On July 31,1991, The
Columbia Gas System, Inc. (Cor-
poration) and its wholly-owned sub-
sidiary, Columbia Gas Transmission
Corporation (Columbia Transmis-
sion), filed separate petitions seeking
protection under Chapter 11 of the
Federal Bankruptcy Code. Both the
Corporation and Columbia Transmis-
sion have been granted debtor-in-pos-
session status under the Bankruptcy
Code, allowing them to continue the
normal operations of their businesses
subject to the jurisdiction of the
Bankruptcy Court.

Background

On June 19, 1991, the Corpo-
ration announced that: (1) it antici-
pated that a substantial portion of
Columbia Transmission’s exposure
on above-market priced gas purchase
contracts would be charged to income
in the second quarter; (2) Columbia
Transmission was launching a com-
prehensive effort to renegotiate or
terminate all of its above-market gas
purchase contracts under a program
which contemplated offering produc-
ers up to $600 million of Columbia
Transmission obligations as com-
pensation for restructuring their
contracts; (3) the Corporation was
suspending the dividend on its com-
mon stock; and (4) corporate officers
were meeting with bank lenders that
day seeking to reestablish the Cor-
poration’s credit facilities on revised
terms in view of Columbia Transmis-
sion’s financial difficulties. In addition,

Columbia Transmission’s financial
problems were exacerbated when the
West Virginia Supreme Court ordered
the posting of a $10 million bond by

July 29,1991, in order to stay the exe-

cution of a $29.5 million judgment in
a lease dispute which was subse-
quently reversed.

As of July 31, 1991, the Corpo-
ration was in default on $83.5 million
of short-term debt obligations and the
negotiations with banks and produc-
ers had met with only limited success.
Asaresult, on July 31, 1991, the Cor-
poration and Columbia Transmission
filed for protection under Chapter 11
of the Federal Bankruptey Code in the
United States Bankruptcy Court for
the District of Delaware (Bankruptcy
Court). A discussion of the proceed-
ings under Chapter 11 protection is
included in Note 2 of Notes to Con-
solidated Financial Statements.

Bankruptcy Issues

Prepetition obligations of
the Corporation primarily represent
debentures, bank loans and commer-
cial paper outstanding on the filing
date together with accrued interest to
that date. Columbia Transmission’s
prepetition obligations include secured
and unsecured debt and accrued inter-
est payable to the Corporation, esti-
mated supplier obligations, estimated
rate refunds, accrued taxes and other
trade payables and liabilities.

On March 19, 1992, the Offi-
cial Committee of Unsecured Credi-
tors of Columbia Transmission (the



Columbia Transmission Creditors'
Committee) filed a complaint (Inter-
company Complaint) alleging that the
$1.7 billion of Columbia Transmis-
sion’s secured and unsecured debt
securities held by the Corporation
should be recharacterized as capital
contributions (rather than loans) and
equitably subordinated to the claims
of Columbia Transmission’s other
creditors. The Intercompany Com-
plaint also challenges interest and div-
idend payments made by Columbia
Transmission to the Corporation of
approximately $500 million for the
period from 1988 to the petition date
and the 1990 property transfer from
Columbia Transmission to Columbia
Natural Resources, Inc. (CNR) as an
alleged fraudulent transfer. Based on
the Securities and Exchange Commis-
sion (SEC) standardized measurement
procedures, CNR’s properties had a
reserve value of $451 million as of
December 31, 1992, a significant por-
tion of which is attributable to the
transfer from Columbia Transmission.
Subsequently, the Columbia Trans-
mission Creditors’ Committee filed a
motion for a jury trial and to transfer
the Intercompany Complaint from
the Bankruptcy Court to the U.S.
District Court. In June 1992, the
Corporation filed a motion with the
Bankruptcy Court seeking dismissal
of, or summary judgment on, princi-
pal portions of the complaint filed by
the Columbia Transmission Creditors’
Committee. On February 9, 1993,

the U.S. District Court denied the
Columbia Transmission Creditors’
Committee motion which now per-
mits the Bankruptcy Court to decide

the Corporation’s motion for sum-
mary judgment. Management believes
that the Intercompany Complaint is
without merit; however, the ultimate
outcome of these issues is uncertain at
this stage of the proceedings.

The Corporation continues to
analyze reorganization plan scenarios.
The primary goal is to achieve a con-
sensual plan of reorganization which
appropriately addresses the interests of
the Corporation. Preliminary discus-
sions with Columbia Transmission’s
creditors have commenced to establish
the value of the estate, as well as con-
sensually resolve the matters raised in
the Intercompany Complaint. Since the
standing and value of the Corporation’s
debt investment in Columbia Trans-
mission is crucial to the determination
of the value of the Corporation’s estate,
significant provisions of the Corpora-
tion’s plan of reorganization cannot be
known until further progress occurs
on the Intercompany Complaint and
bankruptcy proceedings.

At December 31, 1992,
the Corporation’s investment in
Columbia Transmission is as follows:

$ millions
Secured Debt
First Mortgage Bonds 930.4
Gas Inventory Loan(s) 410.0
Accrued interest
on secured debt 207.1
Unsecured Debt
Installment Notes 343.9
Accrued interest
Lo petition date 71
Equity investment (499.0)
Total Investment 1,399.5

Depending upon the value of the
Columbia Transmission estate, as
well as the standing and value of
the Corporation’s debt investment,
management is evaluating the feas-
ibility of: (1) obtaining financing for
reorganization, and/or (2) restructur-
ing the Columbia Gas System.
Provisions of any such reorga-
nization plan(s), or the inability of the
Corporation and/or Columbia Trans-
mission to obtain approval of a plan,
could have a material adverse effect on
the Corporation and its subsidiaries
and on the rights of shareholders and
holders of debt and other obligations.
The Internal Revenue Ser-
vice (IRS) filed identical claims of
$553.7 million against both debtor
companies and the consolidated
Columbia Gas System for tax defi-
ciencies, interest and penalties for
the tax years 1985-1990. Through
year-end, negotiations with IRS repre-
sentatives have resulted in tentative
agreements on a number of issues and
substantial progress on two of the
remaining three issues. The accompa-
nying financial statements reflect the
effect of the tentative agreements.
The Corporation and the IRS
are in the early stages of discussion
on the remaining and most significant
issue, the payments to producers
under Columbia Transmission’s 1985
producer settlement program. The IRS
position on the producer payment
issue, if sustained, could resultin a
deficiency of approximately $250 mil-
lion. Management believes the deduc-
tions claimed in filed tax returns are
appropriate and supportable and,
accordingly, has not recorded any
reserves for this issue.



Management recognizes the
importance of resolving this issue due
to the significant effect it could have
on creditors, stockholders, and the
reorganization objectives. Neverthe-
less, although management prefers to
settle this issue through negotiations
rather than protracted litigation, it
retains all rights to pursue this latter
alternative to achieve a favorable
resolution. Although management
believes its position on these issues
is correct, it is not possible at this time
to predict with certainty the outcome
of negotiations with the IRS.

Columbia Transmission has
recorded liabilities of approximately
$1 billion to reflect the estimated
effects of its above-market producer
contracts and estimated supplier obli-
gations associated with pricing dis-
putes and take-or-pay obligations for
historical periods. With Bankruptcy
Court approval, Columbia Transmis-
sion has rejected more than 4,600
above-market gas purchase contracts
with producers. The producers, whose
gas purchase contracts were rejected,
filed claims for damages in excess of
$20 billion. The Bankruptcy Court has
approved the appointment of a claims
mediator to implement a claims esti-
mation procedure related to the
rejected above-market producer con-
tracts and other producer claims. The
resolution of these issues can signifi-
cantly influence future reported finan-
cial results as accounting standards
require that as claim amounts are

allowed by the Bankruptcy Court, the
full amount of the allowed claim must
be recorded. This could result in liabil-
ities being recorded which bear little
relationship to the amounts ultimately
required to be paid in settlement of
those claims and could conceivably
exceed the Corporation’s total invest-
ment in Columbia Transmission. Any
such distortion would not be corrected
until final plans of reorganization are
approved for the Corporation and
Columbia Transmission.

Other Related Issues

Corporation’s Objection
to Claims

On July 29, 1992, the Bank-
ruptey Court approved procedures, as
requested by the Corporation, for dis-
posing of certain claims filed against
the Corporation. On August 18, 1992,
the Corporation filed objections to
more than 7,100 proofs of claim filed
against the Corporation. These objec-
tions largely sought to expunge claims
made by bondholders, stockholders
and commercial paper holders because
stockholders are not creditors of the
Corporation and because the debt-
holders’ claims are duplicative of other
claims made on the claimants’ behalf
by their representatives. The objec-
tions also sought to disallow, reduce
or reclassify other claims. On January
12, 1993, the Bankruptey Court issued
an order granting the requested relief.
As aresult, only 400 of the approxi-
mately 7,500 claims filed against the
Corporation remain to be resolved.

Leveraged Employee Stock
Ownership Plan

On May 31, 1992, the debt
service payment on debentures issued
under the Leveraged Employee Stock
Ownership Plan (LESOP) portion of
the Columbia’s Employees’ Thrift Plan
was not made and no further debt ser-
vice payments are likely to be made
until the Corporation emerges from
bankruptcy. Management has con-
cluded that it is more equitable and
may be economically preferable to pay
all creditors at the same time in accor-
dance with consummation of the
Corporation’s Plan of Reorganization.
Under the terms of the Corporation’s
guarantee of the debentures, the
LESOP debenture holders will become
creditors of the Corporation, subordi-
nated to holders of the debentures
and medium-term notes issued by
the Corporation.

Property Taxes

On August 19, 1992, the Bank-
ruptey Court denied Columbia Trans-
mission’s motion to pay $6.7 million in
West Virginia property taxes because
they were determined to be prepetition
expenses and, therefore, are subject to
the automatic stay imposed by the
Bankruptcy Code. The State of West
Virginia and Columbia Transmission
have appealed the ruling on the
grounds that the taxes arose postpeti-
tion and should be paid as a normal
operating expense.



Columbia Transmission Leases

On October 16, 1992, the
Bankruptcy Court approved Columbia
Transmission’s request to assume
more than 15,600 leases for natural
gas storage facilities and other nonres-
idential real property. Assumption of
these leases by Columbia Transmis-
sion will dispose of thousands of small
claims which total about $1.2 million.
Approximately 12,000 of the leases
pertain to Columbia Transmission’s
underground natural gas storage oper-
ations with the remainder for com-
pany office buildings, operating
centers, work locations, warehouses,
equipment storage, and transmission
measurement and regulating facilities,
all of which are essential to the com-
pany’s day-to-day operations.

Customer Refunds

In July 1992, the U.S. District
Court for the District of Delaware
overturned a February 1992 Bank-
ruptey Court ruling which would
have allowed Columbia Transmission
to flow through to customers a por-
tion of refunds from upstream pipe-
line suppliers related to prepetition
periods and to pay prepetition sur-
charges collected from customers
to the Gas Research Institute (GRI).
The District Court decision stated
that all such amounts are unsecured
claims subject to distribution under
Columbia Transmission’s reorganiza-
tion plan. Columbia Transmission
and its customers have appealed the

BANKRUPTCY

District Court decision to the U.S.
Court of Appeals for the Third Cir-
cuit. The Federal Energy Regulatory
Commission (FERC) filed a brief in
support of Columbia Transmission’s
appeal on the customer refund
flowthrough and GRI issues.

On October 15, 1992, the
FERC authorized Columbia Trans-
mission Lo suspend all remaining
flowthrough payments to upstream
pipelines and all related billings and
billing adjustments to its customers
pending the outcome of the appeals
of the District Court decision.

Reorganization Plans

Until March 25, 1993, both the
Corporation and Columbia Transmis-
sion have exclusive rights to file their
individual plans of reorganization. It
is anticipated that a request to extend
this period of exclusivity will be sub-
mitted to the Bankruptcy Court.

M AT T ERS



Dida Stollar and other
Columbia Gas geologists are
using computers to take the
guesswork out of a challenging
business. Processing geological
data can be as simple as adding
two Hll”lbl'TS or as {'[)H'!P“('t”(‘(i
as mathematically sorting mil-
lions of data points in three-
dimensional space. Computer
imaging helped Columbia
Natural Resources’ chief geol-
ogist redraw the underground
map of a much-drilled
Appalachian Basin prospect that
other companies had largely
written off. Once the attractive
geological features were pin-
pointed, attention turned to a
careful examination of the eco-
nomics. Drilling costs? Reservoir
size and characteristics? Lifting
costs? Taxes? Before the drill bit
touched the ground, Dick and
other CNR employees had mod-

eled the entire life cycle of the

prospect. Today, Columbia
Natural Resources is reaping the benefits of Dick’s persis-
tence and his careful scrutiny of the three-dimensional
computer data, and the oil and gas produced from these

efforts are creating value for Columbia shareholders.



Market Conditions

In early 1992, natural gas
prices collapsed to the lowest
levels since the late 1970s due o
the lingering effects of oversupply
and warm weather. Prices later
improved somewhat but remained
at relatively low levels. Overall for
1992, the oil and gas segment
received an average domestic nat-
ural gas price of $2.02 per thou-

sand cubic feet of gas compared to
$1.881in 1991. Domestic oil prices

continued their decline from a
1991 level of $22.18 per barrel
to $18.20 per barrel for 1992.
Columbia utilizes price-hedging
techniques [rom time to time to
manage the risk of price declines
for its oil and gas production.

Capital Expenditures

Because of low energy
prices in the early part of 1992,
capital expenditures for the oil and
gas segment during the year were
reduced from an original estimate
of $93 million to $71 million. The
1993 capital expenditure program
will be held at a level of $69 mil-
lion and limited to expenditures
required to meet legal and contrac-
tual obligations, maintain future
deliverability of existing reserves
and meet safety considerations.
In the Appalachian area, six
exploratory wells will be drilled in
1993, and the number of develop-
ment wells drilled will increase to
139. The Southwest 1993 drilling
program will focus on develop-
ment wells and certain activities,
such as seismic testing and land
acquisition, in order to allow addi-
tional exploratory drilling to com-
mence in 1994.

Reserves

The reduced level of capi-
tal expenditures during 1992 lim-
ited the addition of new reserves
by the oil and gas segment. Proved
domestic natural gas reserves for
1992 of 779.5 Bef compares to
808.1 Bef at the end of 1991,



STATEMENTS OF OPERATING INCOME FROM OIL AND GAS OPERATIONS (UNAUDITED)*

Year Ended December 31 (in millions) 1992 1991 1990
Operating Revenues

Gas $ 143.1 $142.6 $153.9

Oil and liquids 55.6 122 61.1
Total Operating Revenues 198.7 2148 215.0
Operating Expenses

Operation and maintenance 78.7 783 62.6

Depreciation and depletion 210.0 130.1 98.5

Other taxes 11.2 10.9 10.6
Total Operating Expenses 299.9 2193 171.7
Operating Income (Loss) $(101.2) $ (4.5) $ 433

*Years 1991 and 1990 include results [rom Canadian operations that were sold effective December 31, 1991,

Proved domestic oil and liquids
reserves declined approximately
000,000 barrels from the 1991 level of
15.6 million barrels. The limited 1993
capital program will probably result
in a decrease of proved oil and natural
gas reserves as production will likely
exceed reserve additions.

Southwest

Columbia Gas Development
Corporation (Columbia Development)
achieved a 42% success rate for the
24 gross (21 net) exploratory wells
in which it was a participant in 1992.
Of particular significance was a hori-
zontal exploratory well drilled on a
56,000-acre block in Grand County,
Utah, which tested at a rate of 1,325
barrels of oil and 879,000 cubic feet
of gas per day. This was the fourth in
a series of wells Columbia Develop-
ment drilled to develop reserves in
the Kane Springs area. Kane Springs
is located on federal land on which 10
drilling permits will be granted. Eight
have been assigned. Columbia Devel-
opment is currently pursuing the
rights to the remaining two permits.
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Several additional significant
discoveries were drilled during the
year in Louisiana. These discoveries
tested at a combined rate of 1,592 bar-
rels of oil and 4.4 million cubic feet of
gas per day. Two of these discoveries
occurred in the South Harmony
Church area. Four 100% interest devel-
opment wells are planned for this area
during 1993. When fully developed, it
is anticipated the field will produce
2,000 to 3,000 barrels of oil daily.

During 1992, 46 gross (21 net)
development wells were drilled with a
success rate of 85%. Of these, 33 gross
(14 net) were horizontal development
wells and 13 gross (7 net) were verti-
cal development wells. The more sig-
nificant development wells occurred
on horizontal projects in the Austin
Chalk Trend of South Texas. Nine of
these wells tested at a combined rate
of 12,172 barrels of oil and 5.6 mil-
lion cubic feet of gas per day. The
most significant of these nine was the
Double Eagle Ranch #1 located in Lee
County, Texas, which tested at a rate
of 1,611 barrels of oil and 713,000
cubic feet of gas per day. This well
produced 175,000 barrels of oil
during the second half of 1992.

A secondary oil recovery pro-
ject in Huntington Beach, California,
commenced production during 1992
using water injection technology. By
late 1993, oil production is expected
to reach approximately 2,400 barrels
per day. Columbia Development owns
a 50% working interest in the project.
It is anticipated that this project will
eventually include 16 producing wells.

The 1993 program for
Columbia Development includes 45
gross (20 net) development wells. In
addition to the 1993 program, 7 gross
(4 net) development wells and 3 gross
(3 net) exploratory wells carried over
from the 1992 drilling program.

Appalachia

Columbia’s drilling activity
in the Appalachia area decreased
62% [rom 1991 1o a level of 42 gross
(25 net) wells. This total includes 40
gross (23 net) development wells with
a success rate of 86% and two explora-
tory wells of which one was success-
ful. The 1992 program concentrated
on development of known prospects.
The 1993 drilling program includes
139 development wells (81 net) and
6 exploratory wells (5 net).

Volumes

Domestic natural gas pro-
duction in 1992 remained relatively
unchanged from 1991 levels. How-
ever, total production declined 6 Bef
due to the sale of the Canadian opera-
tions effective December 31, 1991. In
1991, depressed energy prices, result-
ing from warmer than normal weather
and an oversupply situation, led to a
decline in domestic gas production of
3%, or 2 Bef, from 1990, while pro-
duction from Canadian operations
increased 3 Bef.
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The success of the Southwest
exploration and development program
continued during 1992 as domestic oil
and liquids production increased
228,000 barrels from the prior year.
This was offset by the sale of Cana-
dian properties which reduced pro-
duction by 578,000 barrels. In 1991,
Columbia Development's horizontal
drilling program was the primary
cause of the 723,000-barrel increase
in total production over 1990.

Operating Revenues

The sale of the Canadian
subsidiary was the primary reason
for lower operating revenues of
$198.7 million during 1992, a decline
of $16.1 million when compared to
1991. The Canadian subsidiary had
gas revenues of $6.5 million and oil
revenues of $9.2 million in 1991.

A rebound in domestic natural
gas prices in the latter part of 1992
caused the average price to increase
$0.14 to $2.02 per Mcf. This increase
was sufficient 1o offset a decrease in

B AcreaGE HOLDINGS
¥ 1992 EXPLORATION DISCOVERIES

gas revenues as a result of the sale of
the Canadian subsidiary. In 1991, a
decline in gas prices coupled with
declines in domestic production led
to the $11.3 million decrease in oper-
ating revenues compared to 1990.

A decline in the average price
received for domestic oil and liquids
production to $18.20 per barrel from
$22.18 per barrel in 1991 resulted in a
$12.1 million decrease in domestic oil

O1L AND GAS OPERATING HIGHLIGHTS®
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and liquids revenues. Increased pro-
duction during 1992 added $5 million
to oil and liquids revenues. Increases
in 1991 production more than offset -
price declines when compared to

1990 and led to an $11.1 million rise
in oil and liquids revenue.

Operating Income (Loss)

The oil and gas segment
recorded a $126.4 million writedown
in the carrying value of U.S. oil and gas
properties in the first quarter of 1992
due to depressed energy prices. This
was the primary reason for the $101.2
million operating loss for the year. This
writedown, combined with higher
operating expenses, partially offset by
losses incurred in 1991 for the Cana-
dian oil and gas operation, caused the
$96.7 millon decrease from the prior
vear. In 1991, depressed energy prices
combined with Canadian writedowns
of $36.4 million and increased opera-
tion and maintenance expense resulted
in $47.8 million lower operating
income compared to 1990.

1992 1991 1990 1989 1988
Capital Expenditures (5 i millions)  70.8 1208 2290 1479 71.1
Proved Reserves
Gas (Bel) 779.5 808.1 9257 9027 8978
Qil and Liquids (000 barrels) 14.650 15,568 18,991 16,731 14,904
Production
Gas (Bcf) 69.2 76.3 a3 7 74.6
Oil and Liquids (000 barrels) 3,061 3,411 2,688 1924 2328
Average Prices
Gas ($ per Mcf) 2.02 1.81 2.00 1.89 1.72
Oil and Liquids ($ per barrel) 18.20 21.10 2286 16.71 13.20

*Years 1991 through 1988 include results from Canadian operations that were sold effective December 31, 1991.



As a customer service repre-
sentative, Janet Shobe is often
the only personal contact
Columbia Transmission’s cus-
tomers have with the pipeline
network. To service their needs,
Janet relies on strong communi-
cations skills and the up-to-the-
minute information she retrieves
from Columbida’s state-of-the-art
electronic measurement system.
When a customer calls to check
on flowing gas supplies, Janet
can give the customer accurate
data immediately because the
measurement system is con-
tinuously updated for all of
Transmission’s major delivery
points. With this information at
her fingertips, Janet is a vital
link in helping Columbia build
its reputation as the best choice
for transportation service in
today’s competitive natural gas
market. Although few customers

actually see Jim Ogg, his techni-

cal abilities serve them daily. As
a meter mechanic for Columbia Transmission, Jim makes
certain the electronic measurement equipment works cor-
rectly and with significantly greater accuracy and timeli-
ness than the previous generations of equipment. Janet
Shobe and Jim Ogg, along with other Columbians, help

make the transmission compum(‘s'mmminm'm to excel-

lent customer service a reality.



Marketing Initiatives

During 1992, Columbia
Transmission completed construc-
tion required to provide Piedmont
Natural Gas Company with 73,000
Mcf per day of firm transportation
service and Virginia Power with
approximately 41,700 Mcf per day
of firm transportation. In addition,
Columbia Transmission filed an
application with the FERC in May
1992 requesting authority to con-
struct facilities to provide a paper
mill in Virginia with approxi-
mately 4,100 Mcf per day of firm
transportation service. Deliveries
are scheduled to begin during
November 1993.

Columbia Transmission has
also been pursuing opportunities to
provide additional transportation

services to cogeneration facilities.

The FERC’s approval has been
received for construction of the
Rutledge Compressor Station in
Harford County, Maryland, that is
necessary to provide full service to
the Eagle Point Cogeneration Plant
in New Jersey of 53,400 Mcf per
day and over 59,000 Mcf per day to
New England Power (NEP) in Mas-
sachusetts. Rutledge is scheduled to
be placed in service during 1994 to
meet NEP's anticipated increased
energy requirements. In September
1992, Columbia Transmission filed
an application with the FERC for
authority to construct facilities to
provide 15,700 Mcf per day of firm
transportation service to a cogener-
ation project in Olean, Cattaraugus
County, New York. The party that
is constructing the 79-megawatt
cogeneration facility will also pro-
vide Columbia Transmission with
the funds necessary for construc-
tion of the pipeline facilities. The
proposed cogeneration facility will
sell electric power to Niagara
Mohawk Power Company. Service
is scheduled to begin in December
1993. During July 1992, Columbia
Transmission increased transporta-
tion service by approximately
11,700 Mcf per day to a cogenera-
tion project in Binghamton, New
York. The 50-megawatt facility
produces electric power that is
sold to New York State Electric

and Gas Company and thermal
energy that is sold to Anitec Image
Corporation. Transportation is
being provided under Columbia
Transmission’s off-peak firm
transportation service.



STATEMENTS OF OPERATING INCOME FROM TRANSMISSION OPERATIONS (UNAUDITED)

Year Ended December 31 (in millions) 1992 1991 1990
Net Revenues
Sales revenues $924.8 $ 609.2 $479.9
Less: Cost of gas sold 654.4 391.0 195.0
Net Sales Revenues 270.4 218.2 284.9
Transportation revenues 449.0 430.8 396.8
Less: Associated gas costs 717 104.0 100.3
Net Transportation Revenues 3773 326.8 296.5
Storage Revenues 113.7 89.5 65.9
Net Revenues 761.4 634.5 647.3
Operating Expenses
Provision for gas supply charges 38.6 1,319.2 -
Operation and maintenance 4383 357.7 384.4
Depreciation 95.6 90.4 86.9
Other taxes 59.0 59.4 47.8
Total Operating Expenses 631.5 1,826.7 519.1
Operating Income (Loss) $129.9 $(1,192.2) $128.2

Order No. 636

In April 1992, the FERC issued
Order No. 636 (Order 636), its final
rule on Pipeline Service Obligations
and Equality of Transportation Ser-
vices by Pipelines. The FERC states
that this order is the final stage in its
effort to fundamentally change the
role of pipelines from providing a mer-
chant function to one in which they
perform principally as transporters of
gas that distribution companies and
end users purchase directly from pro-
ducers and other suppliers.

Order 636 requires pipelines to
“unbundle” their sales, transportation
and storage services and to provide
and price these services separately.

In addition, Order 636 requires
changes to pipeline rate design which
it believes will improve competitive-
ness of pipeline rates and provide
more accurate market signals between

gas buyers and sellers. The FERC
ordered all pipelines to implement
Order 636 before the 1993-94 winter
and has established restructuring pro-
ceedings for each pipeline. In Decem-
ber 1992, Columbia Transmission and
Columbia Gulf Transmission Com-
pany (Columbia Gulf) made their
compliance filings with the FERC,
setting forth each company’s proposal
for compliance with Order 636 by the
mandated date of November 1, 1993,
In Order 636, the FERC pro-
vided that pipelines may recover all
prudently incurred costs resulting from
the transition to Order 636 and set gen-
eral guidelines for their recovery. How-
ever, the FERC stated that filings to
recover such costs should not be made
until a pipeline’s service restructuring
proposal has been approved by the
FERC. While Columbia Transmission’s
and Columbia Gull’s compliance filings
identified various transition costs,

actual filings to recover such costs will
be made at a later date. The compliance
filings contemplate collection of esti-
mated transition costs in several areas.
With respect to gas supply realignment
costs, and costs associated with reform-
ing or terminating above-market price
gas supply contracts, Columbia Trans-
mission noted in its filing that the
majority of such costs on its system will
be determined in the context of the
bankruptcy proceedings regarding the
determination of producer contract
rejection costs. The company stated
that the ultimate level of such costs is
uncertain and that recovery would be
pursued in future filings with the
FERC. In February 1993, responses Lo
the transmission companies’ compli-
ance filings were filed with the FERC
by interested parties seeking Lo exclude
from transition costs certain producer
contract rejection costs. Columbia
Transmission’s efforts to recover gas
supply realignment costs are expected
to be strongly opposed.

Recovery of other transition
costs by Columbia Transmission will be
important to its prospective operating
results. Purchased gas costs associated
with Columbia Transmission’s mer-
chant function not yet collected from
customers are estimated to be in the
range of $150 million to $175 million
at November 1, 1993, Further, the com-
pliance filing details procedures to offer
Columbia Transmission’s customers its
existing firm capacity on upstream
pipelines, with demand charge commit-
ments of approximately $108 million
annually. Management expects a signif-
icant portion of such capacity to be
acquired by existing customers, and
therefore, any remaining Columbia
Transmission commitments should be



significantly below current levels. The
filing also addresses the potential that
some portion of Columbia Transmis-
sion’s net investment in gathering facil-
ities (568 million at December 31,
1992) may be considered a stranded
investment for which recovery in rates
would be requested. The amount of any
such stranded facilities depends upon
the existing rate design in effect and the
results of efforts which may be under-
taken to sell or otherwise dispose of
such properties and other factors. As
noted above, filings to recover any such
costs will not occur until the compli-
ance filing is approved. Therefore, the
ultimate outcome cannot be predicted
with certainty. Based upon provisions
of Order 636, which permit recovery of
all prudently incurred costs, manage-
ment believes that substantially all of
these costs will be recovered.

Under its restructuring pro-
posal, Columbia Transmission will
offer customers 16 dilferent services,
including firm, off-peak firm and
interruptible transportation services,
firm and interruptible storage ser-
vices, a no-notice firm transportation
service, and firm and interruptible
gathering services. Columbia Trans-
mission anticipates providing only a
minimal merchant function to some
of its small general service customers
alter November 1, 1993, and will offer
to all of its former sales customers a
portion of almost all its storage capac-
ity as well as the transportation capac-
ity it has historically held on upstream
pipelines, including Columbia Gulf.
Order 636 also provides that pipelines
collect rates based on the straight
[ixed variable (SFV) cost allocation
and rate design. While not eliminat-
ing the risks a pipeline may face in

collecting its cost-of-service, the SFV
methodology generally provides that
a pipeline can collect its fixed costs,
including its allowed return in its
demand charges, the monthly reser-
vation fee customers pay Lo reserve
pipeline capacity regardless of actual
usage. Variable costs associated with
actual usage of capacity will be recov-
ered through a volumetric charge.

Cove Point LNG Terminal
Columbia LNG Corporation
(Columbia LNG) has developed a new
business plan for its Cove Point, Mary-
land, terminal. This plan provides for
a new peaking service by the end of
1994, as well as terminalling service
for liquefied natural gas received by
tanker. An application for these ser-
vices was filed with the FERC in
February 1993, which proposes to
charge customers based upon indi-
vidually negotiated market rates. In
accordance with the business plan
and in anticipation of the FERC filing,
management concluded it is no longer
appropriate for Columbia LNG to con-
tinue application of Statement of
Financial Accounting Standards
(SFAS) No. 71, “Accounting for the
Effects of Certain Types of Regula-
tion,” and regulatory assets have been
removed from Columbia LNG’s bal-
ance sheet, resulting in an extraordi-
nary charge of $60.1 million pre-tax
($39.7 million after-tax) being
recorded in the third quarter of 1992.
Discussions with potential
customers have yielded positive indi-
cations to date regarding the viability
of this new business plan. An open
season, allowing customers to bid
on the capacity of all of the offered
services, will be held after the FERC
certificate filing is noticed. The
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realization of the Corporation’s
remaining investment in Columbia
LNG of $51.9 million will be depen-
dent upon successful implementation
of the business plan.

It is estimated that the cost of
reactivating the facility will be approxi-
mately $40 million if only a peaking
service is offered and $55 million if
both a peaking and a terminalling ser-
vice are offered. (See Note 12G in Notes
to Consolidated Financial Statements
for more information.)

Pipeline Supplier Direct Billings
Columbia Transmission’s pipe-
line suppliers have revised their allo-
cation of take-or-pay costs previously
billed to Columbia Transmission as
a result of FERC Order No. 528.
Columbia Transmission has or will
receive refunds from almost all of
these upstream suppliers. The Bank-
ruptey Court held that Columbia
Transmission may only flow through
to customers a very small portion of
the refunds received prepetition and
all of the take-or-pay refunds received
postpetition. The United States Dis-
trict Court for the District of Delaware
reversed the Bankruptcy Court deci-
sion and ruled that all prepetition
refunds are the property ol Columbia
Transmission’s estate and cannot be
flowed through to the customers.
Columbia Transmission and the
Official Committee of Customers,
among others, have appealed this
decision to the U.S. Court of Appeals.
The FERC filed a brief with the
U.S. District Court supporting the
flowthrough of refunds. One of
these pipeline suppliers, Tennessee
Gas Pipeline Corporation, filed a
settlement with the FERC in 1991
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which was intended to resolve numer-
ous outstanding issues, including its
allocation of take-or-pay costs. The
settlement reduced take-or-pay flow-
through costs allocated to Columbia
Transmission from approximately
$200 million to approximately $80
million, excluding interest. As a result
of payments made under the prior
allocation method, Columbia Trans-
mission anticipates receiving a refund
of approximately $65 million includ-
ing interest. In June 1992, the FERC
approved the settlement, with certain
amendments. Refunds to Columbia
Transmission in three equal semi-
annual installments commenced in
January 1993.

Columbia Transmission pre-
viously reached a settlement with
Kentucky West Virginia Gas Company
(Kentucky West Virginia) concerning
Kentucky West Virginia’s filing to
retroactively collect higher prices for
gas it produced and sold between
1979 and 1983. However, the settle-
ment was rejected by the FERC in
1991. In August 1992, Kentucky West
Virginia and Columbia Transmission
filed a revised settlement with the
FERC that includes a bankruptcy
claim of $19 million relating to higher
prices for Kentucky West Virginia's gas
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production for prior years and a $7
million bankruptey claim pertaining
to Columbia Transmission’s rejection
of its gas purchase contract with Ken-
tucky West Virginia. On November 6,
1992, the Bankruptcy Court approved
Columbia Transmission’s rejection of
the original Kentucky West Virginia
contract. Through 1992, Columbia
Transmission has recorded liabilities
totalling $26 million to reflect the pro-
posed settlement. The settlement was
approved with modifications by the
FERC in February 1993, I the modifi-
cations are acceptable to Columbia
Transmission and Kentucky West
Virginia, it will be submitted for
Bankruptcy Court approval.

Rate Cases

Columbia Transmission’s and
Columbia Gulf’s rates are established
by the FERC. The companies make
periodic requests for rate changes to
recover costs associated with new
facilities, higher operating or capital
costs, or to reflect changes in through-
put, cost allocation or rate design.
The settlements related to these
filings are subject to the FERC and,
during the pending bankruptcy of
Columbia Transmission, Bankruptcy
Court approval.

As of the end of 1992, Columbia
Transmission and Columbia Gulf had
several such rate settlements awaiting
the FERC's approval. In October 1992,
the FERC issued an order approving
proposed settlements filed by Columbia
Transmission and Columbia Gulf
resolving all issues pending in a 1990
rate filing. This settlement is contingent
on Columbia Transmission being
allowed by the Bankruptcy Court to
make full refunds of revenues collected

in excess of the settled rates for prepeti-
tion and postpetition periods. An
annual revenue increase of $89 million,
over the prior rates which were in effect,
will result from the settlement. The set-
tlement remains subject to Bankruptcy

Court approval.

During 1991 Columbia Trans-
mission filed a general rate case effec-
tive December 1, 1991, to:

* permit recovery of increased costs
since the last general rate filing,

» implement other changes in the cost
of service, throughput, and demand
billing determinants through the end
of the test period,

» make certain changes to its FERC
gas tariff, and

» make certain changes in cost classi-
fication, cost allocation, and rate
design to be effective April 1, 1992,
the expiration date of the rate design
moratorium as provided for in a
1989 customer settlement.

The additional increased
revenues amount to approximately
$35 million annually compared to
the underlying filed rates. Columbia
Transmission and Columbia Gulf have
settled all issues set for hearing in these
rate cases, as well as the cost allocation
and rate design for the period preced-
ing implementation of restructuring
under Order 636. Generally, the settle-
ment resolves the cost of service,
throughput levels and rate design upon
which Columbia Transmission and
Columbia Gulf would establish their
rates. In addition, the agreement
reflects utilization of the as-filed cost
allocation and rate design for past peri-
ods, and implementation of a revised
rate design from November 1, 1992,
until the pipelines implement Order
636. This settlement provides for an



annual revenue increase of $22 mil-
lion. Columbia Transmission has
agreed to waive implementation of the
bidding procedures relating to its inter-
ruptible transportation rate schedule,
which were proposed to be effective in
November 1992, An Administrative
Law Judge certified the settlement to
the FERC in December 1992 where it
is pending approval. However, certain
parties have filed in opposition to this
settlement agreement.

Environmental Matters

Columbia Transmission and
Columbia Gulf are subject to extensive
federal, state and local laws and regu-
lations relating to environmental mat-
ters. These laws and regulations,
which are constantly changing, require
expenditures for corrective action at
various operating facilities and waste
disposal sites for conditions resulting
from past practices that subsequently
were determined to be environmen-
tally unsound.

The transmission subsidiaries
have received notice from the United
States Environmental Protection
Agency (EPA) that they are among
several parties responsible under fed-
eral law for placing wastes at Super-
fund sites and may be required to
share in the cost of remediation of
these sites. However, considering
known facts, existing laws and pos-
sible insurance and rate recoveries,
management does not believe the
identified Superfund matters will have
a material adverse effect on future
annual income or on the Corporation’s
financial position.

The management of the trans-
mission subsidiaries is continuing its
own ongoing comprehensive review of

compliance with existing environmen-
tal standards, including review of past
operational activities and identifica-
tion of potential site problems, thor-
ough site reviews and formulation of
remediation programs where neces-
sary. While the Corporation’s trans-
mission subsidiaries have made
progress in these ongoing self-assess-
ment programs, because of the thou-
sands of miles of pipeline which they
operate, the exceptionally large
number of sites at which they conduct
or have conducted operations, and the
long period over which operations
have been conducted, completion of
site screenings, characterizations and,
if required, site-specific remediations
will take a considerable period of time.
In addition, the Chapter 11 proceed-
ing of Columbia Transmission adds
complexity to addressing environmen-
tal issues as some governmental agen-
cies may seek to have their claims
resolved in the Bankruptcy Court.

In 1992, Columbia Transmis-
sion received a subpoena and informa-
tion request (Request) from the EPA
regarding three major environmental
statutes: The Toxic Substance Control
Act (TSCA), the Resource Conserva-
tion and Recovery Act (RCRA), and
the Comprehensive Environmental
Response Compensation and Liability
Act (CERCLA). The Request relates to
Columbia Transmission’s past and cur-
rent environmental practices. Since
receipt of the Request, Columbia
Transmission has provided the EPA
with various materials regarding the
Request. Columbia Transmission is
meeting with the EPA to attempt to
resolve the subpoena issues and con-
tinues to work cooperatively with envi-
ronmental officials in the various states
in which it operates.

T RANSMISSION

As a consequence of its self-
assessment program, Columbia Trans-
mission in recent years has recorded
projected compliance costs relating to
the remediation of low levels of con-
tamination by PCB-based lubricating
oils used in certain air compressors,
and other pollutants, including mer-
cury. Further progress by Columbia
Transmission in its self-assessment
activities resulted in additional pre-tax
charges of $65.3 million during 1992.
These additional charges relate pri-
marily to: 1) site characterization for
pipeline and compressor station opera-
tions, 2) other investigatory costs to
assess levels of contamination from
non-PCB petroleum hydrocarbon
occurrences and other regulated com-
pounds, and 3) changes in established
reserves for mercury contamination
at certain sites and for low-level PCB
contaminations in the compressed air
systems. These and other minor adjust-
ments bring Columbia Transmission’s
recorded net liability to approximately
$100 million at December 31, 1992.

As characterization and site-
specific activities by Columbia Trans-
mission determine the possible
existence, nature and extent of con-
tamination, if any, at several thousand
sites and operating facilities and as
remediation plans are developed, addi-
tional charges to earnings will occur.
To the extent such plans require
approval of federal and/or state
authorities, they may be subject to
revision. Until assessment progresses
further, management lacks sufficient
data to predict the magnitude of all
required costs. Based on the limited
data now available and on various
assumplions as to characterization,
management believes that annual
future expenditures for Columbia
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Transmission’s site invesligations,
characterization and remediation
activities could be at the rate of
approximately $20 million per year
over the next 10 to 12 years, including
costs already accrued. Earnings will
continue to be charged appropriately
in advance of required expenditures.

It is management’s continued
intent to address environmental issues
with the cooperation of regulatory
authorities in such a manner as to
achieve mutually acceptable compli-
ance plans. However, there can be no
assurance that fines and penalties will
not be incurred.

The eventual total cost of full
future environmental compliance for
Columbia Transmission and Columbia
Gulf is impossible to estimate due to,
among other things: (1) the possibility
of as yet unknown contamination, (2)
the possible effect of future legislation
and new environmental agency rules,
(3) the possibility of future litigation,
(4) the possibility of future designa-
tions as a potentially responsible party
by the EPA and the difficulty of deter-
mining liability, if any, in proportion to
other responsible parties, (5) possible
insurance and rate recoveries, and (6)
the effect of possible technological
changes relating to luture remediation.

Management expects most
environmental assessment and remedi-
ation costs to be recoverable through
rates. Although significant charges to
earnings could be required prior to rate
recovery, management does not
believe that environmental expendi-
tures will have a material adverse effect
on the Corporation’s financial position
based on known facts, existing laws
and regulations and the period over
which expenditures are required.

Clean Air Act
Amendments of 1990

Columbia Transmission has
completed a preliminary study to
determine the impact of the Clean Air
Act Amendments of 1990 (CAA-90).
The study focused on 27 compressor
facilities in five states. The facilities are
among those alfected by the new nitro-
gen oxide emission standards under
CAA-90. Tt has been estimated that
capital expenditures necessary to
comply with these new standards
could be $32 million over the next
three years. However, due to the pre-
liminary nature of the studies, the
uncertainty of individual state regula-
tions and other variables, the actual
amount of future expenditures related
to CAA-90 is difficult to estimate.
Management anticipates that all capital
expenditures made in compliance with
CAA-90 will be recoverable through
the rate-making process.

Volumes

Throughput lor 1992 increased
to 1,741 Bef, or 14% over the previous
vear, reflecting 83 Bef and 130 Bef of
higher sales and transportation vol-
umes, respectively. Weather, which
was 10% colder than 1991, and timing
changes for prepaid gas sales, were the
principal reasons for the sales increase;
however, the favorable effect of
Columbia Transmission’s market-sen-
sitive commuodity rate, resulting largely
from the rejection of noncompetitive
above-markel gas purchase contracts,
also improved sales. Transportation
volumes were higher principally due
to customers using firm transportation
services to move gas purchased from
third parties to storage for future deliv-
ery under the terms of Columbia
Transmission’s firm storage service

(FSS). Continuing the trend experi-
enced over the past few years, firm
transportation increased as customers
moved from interruptible transporta-
tion services Lo more secure trans-
portation arrangements to ensure
deliverability of gas purchased from
third parties. Lower-margin short-haul
transportation volumes were 60 Bel
higher, reflecting additional arrange-
ments made by marketers and cus-
tomers for spot-market gas deliveries.
Short-haul transportation has been
increasing in recent years as customers
continue to take advantage of lower-
priced spot-market gas.

In 1991, throughput was
1,527 Bef, an increase of 10% over the
prior year. Compared to 1990, sales
were up 23 Bef and transportation
increased 118 Bef. Colder weather in
1991 accounted for most of the increase
in sales volumes while transportation
was higher due in large part to cus-
tomers using transportation services to
take advantage of Columbia Transmis-
sion’s FSS. Short-haul transportation
was also 67 Bef higher, reflecting
increased spot-market gas deliveries.

Net Revenues

Columbia Transmission’s and
Columbia Gulf’s new rate designs,
together with increased throughput,
were the principal reasons for net rev-
enues increasing to $761.4 million for
1992, an increase of $126.9 million
over last year. Under the new rate
design, a significant portion of the
fixed costs, including a return and
taxes, are collected in a monthly
demand (capacity) charge and variable
costs, such as gas costs, are reflected in
commodity (usage) charges.



Net sales revenues were
$52.2 million higher than last year as
aresult of the increased demand rev-
enues allowed under the new rate
design and higher sales volumes. In
addition, $20.9 million of revenues
were collected in the fourth quarter
of 1992 under the terms of Columbia
Transmission’s gas inventory charge
(GIC). It permits a charge to customers
whose purchases fall below a pre-
determined level, provided Columbia
Transmission’s cost of gas meets a
comparability test with competing
pipelines, to partially compensate for
incurred gas supply management costs.

Higher demand revenues for
firm transportation services led to the
$50.5 million improvement in net
transportation revenues. In addition
to the new rate design, demand rev-
enues were also higher because cus-
tomers switched to firm transportation
services from other arrangements.
Implementing the new rate design also
improved storage service revenues
by $24.2 million.

Net revenues for 1991 decreased
from the 1990 level by $12.8 million.
Net sales revenues were down $66.7
million, while transportation revenues
and storage revenues increased $30.3
million and $23.6 million, respectively.
The net sales revenue decline in 1991
compared to 1990 was primarily attrib-
utable to the elfect of favorable one-
time items recorded in 1990, including
$30.5 million for a favorable court
ruling allowing Columbia Transmis-
sion to recoup costs previously paid to
other pipelines for expenses related to
natural gas production. In addition,
$22 million of GIC revenues were col-
lected by Columbia Transmission in
1990. Net transportation revenues were
higher in 1991 due to an increase in
transportation volumes and higher

demand revenues resulting from cus-
tomers moving to firm transportation
services. Lower average rates for short-
haul transportation more than offset an
increase in volumes transported. An
increase in 1991 revenues of $23.6 mil-
lion over 1990 for Columbia Transmis-
sion’s storage service reflected the
continued increase in customer utiliza-
tion of this service together with the
full-year effect of higher rates allowed
by 1990 rate settlements.

Operating Income (Loss)

Transmission’s 1992 operating
income was $129.9 million, which
compares 10 a loss of $1,192.2 million
for 1991. The major cause of the

TRANSMISSION OPERATING HIGHLIGHTS
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increase was the 1991 provision for gas
supply charges of $1,319.2 million.
Eliminating the impact of bankruptcy
and other unusual items, Transmis-
sion’s operating income would have
improved $62.1 million due to
increased throughput and rate design
changes. Increased reserves for future
environmental costs and a writedown
of previously capitalized gas costs due
to the eventual elimination of the mer-
chant function had a negative effect on
current-year income.

After adjusting for the 1991
provision for gas supply charges men-
tioned above, 1991 operating income
was essentially unchanged from the
1990 level of $128.2 million.

1992 1991 1990 1989 1988
Capital Expenditures (s in millions) 114.2 152.9 2795 1895 102.6
Throughput (Bcf)
Sales 196.0 112.6 89.2  408.2* 3693
Transportation
Firm 581.6 4181 3194 1956 1083
Interruptible 338.4 4318 480.1 627.7 5043
Short-haul 625.0 5647 4974 3874 2685
Total 1,545.0 14146 1,2969 1.210.7 881.1
Throughput 1,741.0 15272 1.386.1 1,618.971,250.4
Sources of Gas for Throughput (Bcf)
Sources of Gas Sold
Spot Market 66.3 1.9 20.1 Ll -
Producers 106.7 1523  227.7 2320 3566
Pipelines - 0.5 47 160 320
Storage withdrawals (injections) 25.1 245 (175.6) 1846 (19.2)
Exchange F2A (37.8) 17.5 (14.5) 4.1
Other (34.2) (28.8) (5.2) (11.00 (4.2)
Total Sources of Gas Sold ~ 196.0 112.6 802 408.2 3693
Transportation received from
pipelines and producers 1,545.0 14146 12969 12107 8811
Total Sources 1,741.0 15272 13861 1,0189 1,250.4

#Includes 116 billion cubic [eet applicable to the sale of storage inventory gas.
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Drw:loping the market for
natural gas vehicles (NGVs) is
more than a job for Tim Davis.
It’s a passion. In addition to his
eloquent promotion of natural
gas vehicles, the manager of
NGV market development for
Columbida’s distribution compa-
nies has helped generate industry
standards that have given natu-
ral gas a solid advantage in this
major market. As new federal
environmental and energy legis-
lation set future standards for
improved vehicle emissions,

Tim and other natural gas vehi-
cle specialists are working to
strengthen the foothold that
natural gas has established.
Columbia’s commitment to estab-
lishing an NGV fueling infra-
structure was clearly demon-
strated with the dedication of
the nation’s largest public access
fueling station. The company is

also working with automakers

and oil companies to make sure
factory-built natural gas vehicles and public fueling facil-
ities are in place to meet the demands of fleet owners and
the public for vehicles that will meet tomorrow’s clean air
standards. As Tim Davis points out, “It’s a market with
wnlimited potential for natural gas and enormous benefits
Jor the nation’s environment. NGVs increase year-round
demand for natural gas while helping us all breathe a

little easier. What more could you ask?”



Market Conditions

1992 was the third con-
secutive year that temperatures
were warmer than normal, but
the second straight year that they
were colder than the prior year.
Weather continues to have a sig-
nificant influence on sales for the
distribution companies (Distribu-

tion). Despite a sluggish economy,

Distribution added about 28,000
net residential and commercial

customers in 1992.

The Clean Air Act of 1990
provides opportunities for natural
gas to fuel electric power genera-
tion facilities and for converting
coal-fired industrial boilers to nat-
ural gas. Natural gas deliveries to
Distribution’s power generation
market now exceeds 19 Bef per
year. Throughput growth in this
market is expected to increase
10% annually over the next five
years. An industrial customer in
Parma, Ohio, and another in
Haverhill, Ohio, each converted
coal boilers to natural gas, result-
ing in increased annualized
throughput of 1.3 Bel. Further
development of this potential
market will depend on whether
adequate upstream pipeline capac-
ity can be obtained to transport
the large volumes required by
electric power plants and whether
clean-coal technologies will
reduce the need to convert to nat-
ural gas. The Public Utilities Com-
mission of Ohio (PUCQO) recently
issued its Ohio Energy Strategy
Interim Report affirming the need
to focus on natural gas to service
more of Ohio’s energy needs. This
report will serve as the foundation
for a long-term energy strategy
within the state.

New business opportu-
nities are also being pursued by
Distribution outside of its core
markets. Natural gas vehicles
(NGVs) and power generation



STATEMENTS OF QPERATING INCOME FROM DISTRIBUTION QPERATIONS (UNAUDITED)*

Year Ended December 31 (in millions) 1992 1991 1990
Net Revenues
Sales revenues $1,574.2 $1,466.9 $1,380.0
Less: Cost of gas sold 945.3 882.2 819.9
Net Sales Revenues 628.9 584.7 560.1
Transportation revenues 73.4 66.6 45.2
Less: Associated gas costs 5.8 5.8 (17.1)
Net Transportation Revenues 67.6 60.8 62.3
Net Revenues 696.5 645.5 622.4
Operating Expenses
Operation and maintenance 382.7 353.9 351.0
Depreciation 57.6 60.5 59.8
Other taxes 118.5 116.2 114.9
Total Operating Expenses 558.8 530.6 525.7
Operating Income $ 1379 $ 1149 $ 967

“Includes Columbia Gas of New York, Inc. through March 31, 1991.

facilities are two such opportunities.
Columbia Gas of Ohio opened the
nation’s largest public fueling station
which provides 24-hour fueling ser-
vices. The facility is fully automated
and can fuel 12 vehicles simultane-
ously. In Virginia, Commonwealth
Gas Service (COS) is assisting in the
conversion of natural gas fleet vehicles
operated by the Virginia Department
of Transportation and the develop-
ment of a fueling station to service
these vehicles.

While industrial and commer-
cial throughput increased for the year,
there remains an ongoing concern for
market loss due to bypass or competi-
tion from oil. Distribution faces
bypass from local producers, other
distribution companies, and intrastate

and interstate pipelines, but to date
it has been able to overcome this

risk through competitive marketing
approaches. Competition from oil
might intensify if interstate pipeline
restructuring costs from FERC Order
636 become significant and are

reflected in end-user rates.

Rate Cases

A general rate case requesting

additional revenues of $10 million
annually was filed by COS in May
1992, with the Virginia State Corpo-
ration Commission. Increased rates
went into effect, subject to refund, in
October 1992 pending approval by
the commission. These rates will

allow recovery of actual costs of pro-

viding customer services, including
increases in the cost of operations and

the cost of capital invested to main-
tain quality service. A final decision is
expected in mid-1993. An expedited
rate case was filed by Columbia Gas
of Maryland with the Public Service
Commission during March and subse-
quently resolved through a stipulated
settlement in April. By using this
expedited approach, a $170,000 rate
increase was placed in effect sooner
than in a general rate case.

In February 1993, the PUCO
approved a settlement that Columbia
Gas of Ohio reached with customers
and interested parties extending exist-
ing base rates through 1994. This
agreement will not affect the recovery
of gas costs. In exchange for the mora-
torium, the settlement includes initia-
tives that will provide Columbia Gas
of Ohio with a better opportunity to
earn a fair return on its investment.
The collaborative settlement has fur-
ther improved Columbia Gas of Ohio’s
relationship with the PUCO, its cus-
tomers and other critical interests,
and allows all parties to reallocate
resources to address emerging busi-
ness issues such as Order 636 and
Integrated Resource Planning.

Columbia Gas of Ohio
Management Audit

During 1991, Columbia Gas
of Ohio filed an application with the
PUCO requesting approval [or an
increase in rates. A Joint Stipulation
and Recommendation was approved
by PUCO which, among other things.
provided for an independent manage-
ment audit. The management audit,



which was concluded in November
1992, found that the company is well-
managed, deals effectively with emerg-
ing issues and changes in the industry
and is positioned to remain a viable
and effective local distribution com-
pany. Most of the findings and conclu-
sions endorsed the current business
practices of the company. The remain-
ing comments point to opportunities
for improvement which management
is in the process of implementing.

Revenue Stabilization

Historically, Distribution’s
rate structures have provided for the
recovery of a substantial portion of
fixed costs through the weather-sen-
sitive portion of its sales rate. Since
approximately 98% of Distribution’s
residential and commercial customer
hase is heat-sensitive, fluctuations in
the recovery of costs result from
weather variations. Distribution is
pursuing an array of regulatory initia-
tives, including weather normaliza-
tion adjustments, designed to mitigate
these fluctuations and provide more
stable cost recovery. Distribution is
also attempting to mitigate the nega-
tive impact of regulatory lag through
the adoption of forward-looking rate-
making concepts, incentive rates and
certain cost deferrals. These mea-
sures, if adopted by the regulatory
commissions, should result in more
stable recovery levels.

FERC Order No. 636

The move toward unbundling
of pipeline services under Order 636
is creating a new operating environ-
ment for Distribution. The mandated
straight-fixed variable rate design for
pipelines places a greater premium
on peak day capacity needed by heat-
sensitive customers and will result in
higher costs being incurred by Distri-
bution. In addition, Distribution will
assume full responsibility for acquir-
ing and managing its own gas sup-
plies. It is also apparent that Order
636 will require certain adjustments
in state regulatory practices to recog-
nize this additional gas management
responsibility, Distribution’s obliga-
tion to serve its customers and the
end users increased access and utili-
zation of natural gas transportation
services. Order 636 also provides
pipelines with an opportunity to pass
through to distribution companies
prudently incurred transition costs,
including contract realignment and
stranded costs stemming from Order
636. Itis expected that local distribu-
tion companies (LDC) would recover
any Order 636 costs over a three-to-
five-year time period.

In February 1993, the Penn-
sylvania Public Utility Commission
(PPUC) issued a proposed policy
statement for comment regarding
LDC recovery of Order 636 transition
costs. The Pennsylvania Commission

is considering the following positions:

* Pipeline deferred gas costs are
recoverable through the gas cost
recovery mechanism.

DISTRIBUTION

» Costs related to new facilities required
by Order 636 restructuring may be
considered purchased gas costs.

* Gas supply realignment costs and
stranded costs may not be consid-
ered gas costs. Companies willing
to absorb an equitable share of these
costs would be permitted expedited
recovery. Companies unwilling to
absorb an equitable share would
need to incorporate these costs in
a base rate case filing.

Notwithstanding the proposed
Pennsylvania policy statement and
that state public service commissions
have not yet developed final policies in
these matters, management believes
that Order 636 transition costs should
be recoverable in Distribution rates.

DISTRIBUTION GAS THROUGHPUT
(in billion cubic feet)
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& DISTRIBUTION SERVICE TERRITORY

Gas Supply
Distribution continues to

secure and provide its customers with
competitively priced, reliable gas sup-
plies. The restructuring and imple-
mentation of Distribution’s gas supply
portfolio, in response to Order 636,
will require an aggressive approach
toward optimizing available service
levels. Some of these strategies will
include utilizing appropriate pipeline
capacity from the Southwest, using

storage services, increasing purchases
from local gas suppliers and acquiring
and constructing pipeline facilities
and interconnections that effectively
enhance Distribution’s market inte-
gration. This must be accomplished
while achieving Distribution’s two-
part supply goal which includes
maintaining competitive gas costs
and providing reliable gas supplies.

Environmental Matters
Distribution is in the early
stages of its self-assessment environ-
mental program designed to ensure
compliance with all state and federal
environmental requirements. Manage-
ment continues to anticipate recovery
of investigation and remediation costs
through normal rate processes.

ANNUAL PERCENTAGE VARIATION FROM NORMAL WEATHER*
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Beginning in the mid-1800s,
plants were constructed to manufac-
ture low-cost gas for areas where natu-
ral gas was not generally available by
heating certain combustibles in a low-
oxygen atmosphere. The process cre-
ated residues such as coal tar that
were typically stored on site prior to
being sold for commercial use. How-
ever, when the plants were closed or
abandoned, this material was often
buried on the plant site. As time
passed, other uses were made of the
plant sites and in some cases their
identities as manufactured gas plants
were lost. Certain predecessor com-
panies of Distribution were, or may
have been, involved with the owner-
ship and/or the operation of some
manufactured gas plants. At the pre-
sent time, Distribution is investigating
certain sites to determine the amount
of remediation, if any, that may be
required. Management anticipates the
recovery of any remediation costs that
may be incurred at any of these sites.

SFAS No. 106, Employers’
Accounting for Postretirement
Benefits Other Than Pensions
Effective January 1, 1991, the
distribution subsidiaries adopted State-
ment of Financial Accounting Stan-
dards (SFAS) No. 106, “Employers’
Accounting for Postretirement Benefits
Other Than Pensions” (OPEB). The
present value of the postretirement
benefit obligation to be paid to current
and retired employees for all the dis-
tribution subsidiaries amounts to



approximately $131.4 million as of
December 31, 1992, Of this amount,
$127.2 million is deferred as a regu-
latory asset pending anticipated
recovery through rates in various
jurisdictions. The Emerging Issues
Task Force (EITF) of the Financial
Accounting Standards Board has

recently issued guidelines establishing
criteria for recording such a regulatory
asset, including a requirement for col-
lection of accrual basis expense in
rates and recovery of the transition
obligation within 20 years. These cri-
teria will not necessarily be met by
recovery methods adopted by public

DISTRIBUTION

utility commissions regulating the dis-
tribution subsidiaries and could result
in a writedown of some or all of this
regulatory asset.

The distribution subsidiaries,
as well as the Corporation’s other
operating companies, have imple-
mented cost-containment measures

DisTRIBUTION OQPERATING HIGHLIGHTS*

1992 1991 1990 1989 1988
Capital Expenditures ($ in millions) 99.7 98.0 107.0 119.7 110.4
Throughput (Bcl)
Sales
Residential 186.2 178.4 1735 201.5 195.0
Commercial 81.8 78.3 76.8 85.0 85.6
Industrial 14.8 10.8 16.6 16.4 25.0
Other 0.2 0.2 0.2 Tl 0.7
Total 283.0 267.7 267.1 304.0 306.3
Transportation 203.7 194.7 198.6 184.4 163.1
Throughput 486.7 462.4 465.7 488.4 469.4
Sources of Gas for Throughput (Bcf)
Sources of Gas Sold
Spot Market** 169.9 113.9 140.6 167.8 043
Producers 57:1 64.4 40.4 226 115
Pipelines 84.0 68.2 51.7 203.9 200.8
Storage withdrawals (injections) (10.7) 11.4 38.1 (75.3) -
Other (17.3) 98 (3.7) (14.8) (0.3)
Total Sources of Gas Sold 283.0 267.7 267.1 304.0 306.3
Transportation received from pipelines
and producers 203.7 194.7 198.6 184.4 163.1
Total Sources 486.7 462.4 465.7 488.4 469.4
Customers
Residential 1,711,946 1,686,918 1,724,281 1,603,914 1,665,135
Commercial 161,937 160,378 165,144 161,864 157,440
Industrial 2,358 2,342 2,400 2334 2329
Other 24 24 20 26 29
Total 1,876,265 1,849,662 1,891,845 1,858,138 1,824,933
Degree Days 5,507 4,008 4,783 5,971 5,914

*Includes Columbia Gas of New York, Inc. through March 31, 1991.
**Reflects volumes under purchase contracts of less than one year.
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designed to reduce their OPEB obliga-
tions. In addition to other measures,
employees will be required to share a
portion of their postretirement health
benelit costs, and guidelines have
been established redefining years of
service requirements before an
employee is eligible for retiree health
benefits. Other cost-saving plans are
being reviewed [or consideration in an
ongoing effort to effectively manage
OPEB costs. The public service com-
missions in the distribution sub-
sidiaries’ operating territories
continue to address these matters.

In Ohio, the staff of the PUCO
has taken a position that would allow
recovery of OPEB costs on an accrual
hasis. However, the method of recog-
nizing the unfunded transition obliga-
tion at the time of adoption of SFAS
No. 106 and the amortization period
for the obligation is likely to be deter-
mined on a case-by-case basis. A final
order from the PUCO regarding the
outcome of this investigation is
expected in the near future. The
amount of the regulatory asset
recorded for Columbia Gas of Ohio in
the accompanying balance sheet totals
$77.4 million as of December 31, 1992.

In November 1992, the PPUC
issued an order in response to a coali-
tion of several utilities filing a joint
petition requesting the deferral of
OPEB costs. Basically, the PPUC indi-
cated that the appropriate ratemaking
treatment for OPEB costs is pay-as-
you-go, which may, on a case-by-case
basis, be modified to include rate
recovery of funded amounts. The
PPUC further stated that the appro-
priate level of transition costs to be

allowed will also be decided on a case-
by-case basis. At December 31, 1992,
the carrying value of Columbia Gas of
Pennsylvania’s (CPA) regulatory asset
was approximately $31.6 million. A
recent order filed by the PPUC [or
another utility’s pending rate case
allowed only pay-as-you-go treatment
of OPEB costs until the PPUC could
be shown that a viable cost-contain-
ment program has been effectuated.
The PPUC also based its order on its
determination that the utility did not
adequately demonstrate how it plans
to fund OPEB costs. The PPUC
directed that company to record the
difference between the level of OPEB
expense and the pay-as-you-go
method as a regulatory asset and
agreed to address, in a separate rate
proceeding, the recovery of OPEB
accruals that are deemed prudently
incurred. CPA has taken certain steps
which it believes differentiates its
facts and circumstances from this
decision and will help ensure a favor-
able ruling from the PPUC on the
recovery of these costs. CPA is com-
mitted to advance funding of the costs
for retirees benefits in an irrevocable
trust fund to the extent these costs are
allowed in rates.

In January 1993, the Maryland
Public Service Commission decided
to defer its decision on Columbia Gas
ol Maryland’s application to recover
OPEB costs until a generic decision is
made at a later date. In early 1993, an
order was issued by the Virginia State
Corporation Commission that pro-
vides for the full recovery of OPEB
cost accruals, to the extent that they

are [unded, and the recovery of transi-
tion costs over a period of 40 years.
Any timing difference between OPEB
expense and amounts recovered may
be deferred as a regulatory asset.
However, as a result of the EITF
guidelines, the Virginia distribution
subsidiary expensed $4.2 million
in 1992. The Kentucky commission
has indicated that it will address the
recovery of OPEB costs on a case-by-
case basis through rate filings.
Although proceedings in the
applicable state jurisdictions are not
final, based on currently available
information, management believes
rate recovery mechanisms will be
adopted which permit continued reg-
ulatory asset treatment in accordance
with recent EITF guidelines.

Integrated Resource Planning

Distribution is becoming
involved in Integrated Resource Plan-
ning (IRP) that utilizes demand side
options, coupled with traditional
supply side alternatives, to create a
resource mix that reliably satisfies
customers’ short-term and long-term
energy service needs at the lowest
overall cost. These demand side
options can include activities that
reduce or shift periods of high gas
demand, improve load factors and
increase gas use during low-demand
periods. Pilot programs focusing on
demand side management initiatives
are currently being developed by Dis-
tribution and are anticipated to be
filed for commission approval during
1993. Costs incurred associated with
this activity are expected to be recov-
ered through future rate filings.



During 1992, the Maryland
Public Service Commission approved
the implementation of two new
demand side management programs
on a pilot basis that deal with new
construction and high-efficiency fur-
naces. Costs associated with these
programs are being deferred as a regu-
latory asset and are being recovered
through a special rate surcharge.

Volumes

Although 1992 was 2%
warmer than normal, it averaged
10% colder than the prior year.
After adjusting for the 1991 sale of
Columbia Gas of New York, total
throughput for 1992 increased
approximately 30 Bef. The colder
weather, combined with the net addi-
tion of approximately 28,000 residen-
tial and commercial customers, was
responsible for the 20 Bef increase in
sales. Increased transportation deliv-
eries to power-generating facilities
and customers using additional trans-
portation services were the primary
reasons for the transportation
improvement of 10 Bcf.

Throughput for 1991 increased
5 Bef from 1990, alter adjusting for the
sale of Columbia Gas of New York.
Weather that was 4% colder than 1990
and the net addition of approximately
27.000 new residential and commercial
customers were the primary reasons for
the increase. Also contributing to the
improvement was higher transporta-
tion deliveries, primarily to power-
generating facilities in Virginia and
arefinery operating in Kentucky.

Net Revenues

Colder weather in 1992 was
the primary cause of the increase in
Distribution’s net revenues to $696.5
million, an increase of $51 million.
The full-year effect of 1991 rate settle-
ments in all of Distribution’s operating
areas and colder 1992 weather primar-
ily caused the $44.2 million increase
in net sales revenues from $584.7 mil-
lion in 1991. The improvement in net
sales revenues was partially offset by
the impact of the sale of the New York
subsidiary in 1991. The increased
transportation volumes during 1992
resulted in higher net transportation
revenues of $6.8 million.

The combined effect of general
rate settlements and colder weather in
1991 increased Distribution’s net rev-
enues to $645.5 million, $23.1 million
higher than in 1990,

Operating Income

Increased net revenues,
partially offset by rising operating
expenses, resulted in an operating
income increase of $22.8 million over
1991 to $137.7 million. Higher labor
and benefits costs contributed to the
increased level of operating expenses
during 1992. Regulatory lag continues
to affect operating income since only a
portion of current increased costs are
being recovered through rates.

In 1991, the rise in net rev-
enues was partially offset by higher
operating expenses, primarily labor
and benefits expense. Operating
income for 1991 increased to $114.9
million, up $18.2 million over 1990.
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Cogeneration

Cogeneration is a highly
efficient process which simultaneously
produces electricity and useful ther-
mal energy [rom a single fuel. This
continues to be a key growth area for
natural gas. The Columbia Gas System
is involved in several cogeneration
projects through TriStar Ventures Cor-
poration (TriStar), a wholly-owned
subsidiary. During 1992, two major
cogeneration projects were completed
by TriStar and its partners. A 117-
megawatt facility in Pedricktown, N J.,
commenced operations in April. The
facility provides electricity to Atlantic
City Electric Company in southern
New Jersey and steam and electricity
to a BF Goodrich chemical plant. A
50-megawatt plant in Binghamton,
N.Y., began commercial service in
November. It produces electricity for
New York State Electric and Gas Cor-
poration and sells recovered heat and
electric power to the Anitec Image
Division of International Paper Com-
pany. Natural gas is delivered to these
facilities by Columbia Transmission.
During 1992, these projects generated
$3.3 million of income before interest
and income taxes. The transmission
subsidiaries of the Corporation bene-
fit from increased throughput that
the projects generate while the oil
and gas segment has increased sales
opportunities.

TriStar and its partners have
other projects in various stages ol
development. In particular, con-
struction began during 1992 on a
47-megawatt plant near Vineland,
N.J. This facility is scheduled to begin
operations in mid-1994, providing a
municipal electric utility in Vineland
with electricity and Progresso Quality
Foods with thermal energy. The con-
struction of a 56-megawatt plant in
the Washington, D.C., area has been
delayed pending regulatory review
and approval. In 1992, TriStar
recorded a $1.8 million reserve for
certain costs caused by this delay.
However, if further delays in the pro-
ject are encountered, additional costs
may be incurred. It is anticipated that
construction of this project will begin
in the first half of 1993 with commer-
cial operation in 1995.

Propane

During 1992, over 63 mil-
lion gallons of propane were sold to
approximately 66,000 customers by
Columbia Propane Corporation and
Commonwealth Propane, Inc. The
propane companies’ principal operat-
ing areas include parts of Virginia,
Ohio, Maryland and Pennsylvania.
The propane companies have been
focusing on increasing sales to the
higher margin segment of their mar-
kets through innovative programs.



Coal

The approximately 550 million
tons of proved coal reserves owned by
the Corporation are among the largest
in the Appalachian area. Approxi-
mately 50% of these reserves, much
of which contain less than one percent
sulfur, are leased to other parties for
development. Royalty revenues from
these leases are anticipated to con-
tinue to increase during 1993.

Net Revenues

The mix of propane sales over
the past two years has been changing
with sales increasing to residential
customers and decreasing to wholesale
and industrial customers. This has
caused total sales volumes to decrease
but net sales revenues to increase,
since the additional residential sales
provide higher margins than either
wholesale or industrial sales. This
change led to net sales revenues of
$27.3 million in 1992, an increase of
$0.7 million over 1991, and to $26.6
million in 1991, an increase of $2.3
million compared to the 1990 level.

OTHER ENERGY OPERATING HIGHLIGHTS

STATEMENTS OF OPERATING INCOME FROM OTHER ENERGY OPERATIONS (UNAUDITED)

Year Ended December 31 (in millions) 1992 1991 1990
Net Revenues
Sales revenues $133.5 $121.0 $110.1
Less: Products purchased 106.2 94.4 85.8
Net Sales Revenues 273 26.6 243
Other revenues 70.3 5.5 76.9
Net Revenues 97.6 102.1 101.2
Operating Expenses
Operation and maintenance 80.8 87.6 87.4
Depreciation and depletion 49 40 3.6
Other taxes 5.1 5.6 4.7
Total Operating Expenses 90.8 97.2 95.7
Operating Income $ 6.8 $ 49 g 95

A decline in 1992 revenues from ser-
vices provided to affiliates more than
offset increased coal royalties and
resulted in a reduction in other rev-
enues of $5.2 million, to $70.3 mil-
lion, from the prior year. Other
revenues in 1991 of $75.5 million
were $1.4 million lower than the year
earlier primarily due to a one-time
favorable adjustment recorded in 1990
for prior period royalty payments.

1992 1091 1990 1989 1988

Capital Expenditures ($ in millions) 15.0 10.2 14.1 16.4 238
Propane

Gallons sold (millions) 63.3 70.5 74.4 752 733

Customers 65,899 64,618 63546 62,707 50,016

Coal Reserves (million tons) 550 550 550 550 650

Operating Income

The net revenue decline of
$4.5 million was more than offset by
a decrease of $6.4 million in operating
expenses primarily reflecting a decrease
in labor and benefits costs caused by a
reduced number of employees and a
one-time adjustment in 1991 for
employee severance costs. The drop in
operating expenses, partially offset by
the decline in net revenues, resulted in
operating income of $6.8 million com-
pared to $4.9 million in 1991.

A small improvement in net
revenues was more than offset by
increases in operating expenses which
decreased operating income in 1991
by $0.6 million to $4.9 million from
the 1990 level.
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Net Income (Loss)

For 1992 the Corporation
recorded net income of $51.2 million,
or $1.01 per share, compared to a net
loss of $694.4 million, or $13.74 per
share last year. Included in the results
for both years were several unusual
items that are discussed below. Absent
these unusual items net income lor
1992 would have been $98.7 million,
compared to $80.8 million for the same
period in 1991. The current period
increase primarily reflects the beneficial
effect of improved rates for the distri-
bution and transmission subsidiaries
together with increased throughput
due in part to colder weather. The
unusual items and their after-tax
impact on net income are listed below.

1992 (s in millions)

* 137.0 improvement for bankruptcy-
related issues largely due to not
recording interest costs on prepeti-
tion obligations partially offset by
related expenses,

(83.4) writedown in the carrying
value of oil and gas properties due

to depressed energy prices in the
first quarter,
(41.0) reserve addition for environ-

mental costs,

(39.7) charge by Columbia LNG
resulting from the discontinuance
of SFAS No. 71,

(24.2) writedown of previously

capitalized gas costs by Columbia
Transmission due to the eventual
elimination of its merchant function,

* 13.1 improvement for gas inventory
charges collected from customers,
and

* (9.3) reserve adjustment for a pro-
posed producer settlement.

1991 (5 in millions)

* (870.7) expense associated with a
provision for gas supply charges,

* 100.4 improvement for the net effect
of accounting changes,

* 43.8 improvement for bankruptcy
items primarily for not accruing
interest expense on prepetition debt,

* (24.0) writedowns in the carrying
value of the Canadian oil and gas
properties,

* (17.4) expense for reserve additions
[or environmental costs,

* (9.6) writedown in cogeneration
project investments,

* 9.2 gain on sale of New York distri-
bution subsidiary, and

* (6.9) reserve adjustment for a
proposed producer settlement.

A pre-tax writedown in the
first quarter of 1992 in the carrying
value of U.S. oil and gas properties
of $126.4 million as compared to
$36.4 million in writedowns of the
Canadian properties in 1991 was the
major cause of the oil and gas segment
reporting an operating loss of $101.2
million for 1992 and an operating loss
of $4.5 million in 1991. Also contrib-
uting to the decline was higher operat-
ing expenses partially offset by losses
incurred by the Canadian oil and gas
operation in 1991 which was sold
effective December 31, 1991.



The transmission segment
had operating income of $129.9 mil-
lion for 1992 compared to a loss of
$1,192.2 million in the prior year.
The major cause of the increase was
the 1991 provision for gas supply
charges of $1,319.2 million. The
increase in net revenues due to higher
throughput and rate design changes,
offset by reserve additions for future
environmental costs and a writedown
of previously capitalized gas costs,
also contributed to the improved
operating income.

Colder weather in 1992, com-
bined with favorable rate settlements
in each of the distribution operating
areas, increased the distribution seg-
ment operating income $22.8 million
over 1991 to $137.7 million. As a
result of the colder weather combined
with the net addition of 28,000 resi-
dential and commercial customers,
throughput increased 24 Bel, or 5%.
Current recovery of increased
expenses continues to be hampered
by regulatory lag.

For other energy operations,
lower operation and maintenance
costs, partially offset by a decline in
net revenues, resulted in an operating
income of $6.8 million, an increase
of $1.9 million.

Due primarily to Columbia
Transmission’s after-tax charges of
$870.7 million recorded during 1991
related to above-market producer
contracts, the Corporation recorded
an after-tax loss of $694.4 million, or
$13.74 per share compared to net
income of $104.7 million, or $2.21
per share in 1990. Also contributing
to the loss was the effect of 1991
writedowns for the Canadian proper-
ties and lower oil and gas prices. Par-
tially offsetting these decreases was
the adoption of SFAS No. 106 and

SFAS No. 96, which resulted in a net
after-tax benefit to the Corporation of
$100.4 million. In addition, Distribu-
tion results improved due to weather
that was 4% colder than 1990 but still
11% warmer than normal.

Changes in other income
(deductions) also affecting income
are discussed on page 38.

Revenues

Increased throughput from
colder weather during 1992 that pro-
vided higher sales volumes combined
with the full-year effect of higher dis-
tribution rates, Columbia Transmis-
sion’s new rate design and a more
competitive sales rate increased oper-
ating revenues to $2,922 million, an
increase of $345.2 million over 1991.

Operating revenues for 1991
increased $218.9 million to $2,576.8
million. With weather colder than in
1990 and higher average rates in effect
for 1991, gas sales revenue increased
$153.7 million. Also increasing rev-
enues in 1991 compared to 1990 was
additional recovery of upstream pipe-
line supplier take-or-pay costs, the
majority of which were offset by asso-
ciated gas purchase expense. Gas
transportation revenues increased
$51.8 million over 1990 due in part to
additional volumes being transported.
Other revenues increased $13.4 mil-
lion over the same period.

Expenses

Volumes purchased during
1992 1o meet higher gas sales require-
ments increased products purchased to
$1,236.9 million from $1,056.5 million
last year. In 1991, increased volumes
purchased for resale brought total
1991 products purchased expense
t0 $1,056.5 million, an increase of
$209.7 million over 1990.

In anticipation of Columbia
Transmission providing only a mini-
mal merchant function after Novem-
ber 1, 1993, a $38.6 million provision
for gas supply charges was recorded
reflecting a writedown of certain capi-
talized gas costs in excess of amounts
to be amortized in 1993. In 1991
Columbia Transmission recorded a
$1,319.2 million provision for gas
supply charges to reflect the rejection
of above-market producer contracts,
related gas supply management costs
and the impact of contract rejection
on gas costs previously capitalized.

The recording by Columbia
Transmission of higher environmental
expenses and higher labor and benefits
expense were the primary reasons for
the $111.3 million increase in opera-
tion and maintenance expense to
$921.5 million in 1992, Also contrib-
uting to this increase are additional
expenses associated with certain pro-
ducer settlements. In 1991, a reduction
in costs associated with Columbia
Transmission’s efforts to renegotiate
certain producer contracts and settle
other producer disputes decreased
operation and maintenance expense
from 1990’ level by $11.8 million. Par-
tially offsetting this decrease was higher
labor and benefits expense combined
with higher environmental expense
for estimated future costs.

A writedown in the carrying
value of U.S. oil and gas properties
during 1992 due to depressed first-
quarter energy prices, partially offset
by the sale of the Canadian oil and gas
subsidiary in 1991, resulted in an
increase in depreciation and depletion
expense of $83.1 million to $368.1
million. Due primarily to an increase
in 1991 over 1990 of $13.8 million in
writedowns of the carrying value of
the Canadian oil and gas property and
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increased investment in plant, depreci-
ation and depletion expense increased
$36.2 million in 1991 over 1990.

Other Income (Deductions)

As a result of the bankruptcy
filing, the Corporation discontinued
recording interest expense on prepeti-
tion debt obligations on August 1,
1991, which, if recorded, would have
increased interest expense by $224.9
million in 1992 and $85.6 million in
1991. This action, when comparing
the two years, together with lower
other interest expense, was the reason
for the decline in interest expense and
related charges of $123.7 million. Sev-
eral items primarily caused the $11.9
million decline in interest income and
other, net. These items included a
lower interest income accrual of
$3.8 million, a $1.8 million write-
down of coal facilities and a $1.8 mil-
lion writedown for cogeneration
projects. Also contributing to this
decrease was a $17.9 million gain on
the sale of Columbia Gas of New York,
Inc. and a $2.9 million gain on the
sale of the Canadian properties in
1991 that was largely offset by a

$14.5 million writedown for certain
cogeneration investments. Although
reorganization items, net remained rel-
atively unchanged from the prior year,
an increase in interest income of
$22.4 million from the accumulation
of excess cash was offset by an increase
ol $16.3 million in professional fees.
In 1990, a favorable court
ruling provided a $17.9 million bene-
fit, and a settlement on the value of a
property dispute increased interest
income and other, net $47.9 million.
These items together with the write-
down for certain cogeneration invest-
ments in 1991 contributed to the
$37.9 million decrease in interest
income and other, net for 1991 com-
pared to the year earlier. Mitigating
this decrease was the effect during
1991 of the Corporation recording the
gain on the sale of Columbia Gas of
New York, Inc. together with higher
pipeline partnership income and
other interest income. Primarily as a
result of not accruing $85.6 million in
interest expense for prepetition debt
securities by the Corporation since
August 1, 1991, interest expense and
related charges declined $32.4 million

STATEMENTS OF COMMON STOCK PRICES AND DIVIDENDS

Market Price

Quarterly
Quarter Ended High Low Close Dividends Paid
$ $ $ ¢

1992

December 31 23'% 18% 19% -
September 30 20 16% 20 -
June 30 17% 14 17 -
March 31 19% 16% 17% -
1991

December 31 19% 16 17% -
September 30 19% 12% 18% -
June 30 45% 16% 19% 38
March 31 47'% 42% 444 58

compared to 1990. Expenses incurred
by the Corporation and Columbia
Transmission during 1991 related

to the Bankruptcy filings resulted

in $14.4 million for reorganization
items, net. Of this amount, $18.9 mil-
lion was attributable to professional
fees and related expenses, partially
offset by $4.5 million of interest
income on excess cash accumulated
as a result of the bankruptey filing.

Income Taxes

Income taxes, as detailed in
Note 5 of Notes to Consolidated Finan-
cial Statements, increased $481.5 mil-
lion, principally due to the Corporation
having pre-tax book income in 1992
compared to an operating loss in 1991.

Liquidity and Capital Resources

Cash from Operations

Due primarily to colder
weather in 1992 than experienced in
the prior year and the suspension of
interest payments on August 1, 1991,
resulting from the bankruptey filing,
net cash from operations increased
$233.8 million to $765.4 million
compared to $531.6 million last year.
Higher throughput in the current year
from colder weather, increased
receipts due to implementing a new
rate design for the transmission sub-
sidiaries and higher Distribution rates
in effect were the primary reasons for
the $300.5 million increase in cash
received from customers. The suspen-
sion of interest payments on prepeti-
tion debt obligations led to the $100.4
million decrease in interest paid. Par-
tially offsetting these increases was the
receipt in 1991 of payment for a settle-
ment of a property issue which caused
other operating cash receipts to
decline $48 million. Also, higher



income laxes due to timing differences
between periods and increased prop-
erty tax assessments caused income
taxes paid and other tax payments to
increase $40.6 million and $31.5 mil-
lion, respectively.

Largely due to reductions in
amounts paid to suppliers and lower
interest and other taxes paid, partially
offset by lower cash received from cus-
tomers, net cash from operations in
1991 was $531.6 million, up S111.5
million from 1990. Lower cash paid to
suppliers of $307.1 million was made
possible by the rejection of Columbia
Transmission’s above-market gas pur-
chase contracts. In addition, cash pay-
ments made in 1990 for the purchase
of natural gas to meet customer
demand from the cold 1989 tempera-
tures also caused 1991 cash paid to
suppliers to decrease from 1990. As a
result of the Chapter 11 filing, the sus-
pension of payments for debt obliga-
tions on August 1, 1991, combined
with the effect of a prior period pay-
ment for the settlement of a tax issue,
interest and other taxes paid were
reduced from the 1990 levels. Mitigat-
ing the higher level of cash expendi-
tures in 1990 were the effects of an
unusually cold December 1989 on
cash received from customers in 1990.
Higher taxable income and the timing
of certain federal income tax payments
increased income taxes paid in 1991
by $21.4 million.

The Corporation maintains
a debtor-in-possession facility (DIP
Facility) for up to $200 million,
including the availability of letters of
credit of up to $50 million. The DIP
Facility was reduced by the Corpora-
tion from $275 million to the current

EONSOQLIDATED

level on July 10, 1992. The DIP Facil-
ity is used in conjunction with inter-
nally-generated funds for general
corporate purposes and (o provide
financing for subsidiaries not involved
in the bankruptcy proceedings.

During 1992, maximum bor-
rowings under the DIP Facility were
$136 million. The Corporation was in
a cash surplus position for the major-
ity of the year and expects to remain
in a cash surplus position during most
of 1993. As of January 31, 1993, the
Corporation and its subsidiaries,
excluding Columbia Transmission,
had excess cash of $77.5 million,
which was invested in money market
instruments. The Corporation will
likely request an extension of its DIP
Facility past the current September
1993 expiration date.

The liquidity needs of
Columbia Transmission are being
satisfied by its internally-generated
funds. Columbia Transmission also
maintains a DIP facility solely for the
issuance of letters of credit for up to
$25 million. Columbia Transmission
has extended its DIP facility to Decem-
ber 31, 1994, to allow for letters of
credit with terms for the full calendar
year of 1994. As of January 31, 1993,

CAPITAL EXPENDITURES

REVIEW

Columbia Transmission had $831.3
million invested in money market
instruments through a wholly-owned
subsidiary, Columbia Transmission
Investment Corporation.

Capital expenditures for 1992
were $300 million, a decrease of $82
million from 1991. The Corporation’s
subsidiaries reduced capital expendi-
tures to the extent possible, consistent
with the need to maintain safe and effi-
cient operating facilities, the need to
meet new service and tariff obligations,
drilling commitments, and the need to
preserve going concern values.

For 1993, capital expenditures,
which are under the same limitations
as the 1992 program, are expected to
increase to $391 million of which
$31 million is attributable to carry-
overs from 1992. As shown in the
table below, expenditures by
Columbia Transmission are expected
to increase from $106 million in 1992
to $138 million in 1993 while other
transmission expenditures increase
10 $35 million. Distribution expendi-
tures are expected to increase by $25
million to $125 million. Oil and gas
expenditures in 1993 are expected to
be $69 million, $2 million lower than
the 1992 level.

(in millions) 1993 1992
Columbia Transmission $138 5106
Other Transmission 35 8
Distribution 125 100
Oil and Gas 69 71
Other Energy 2t 15
Total $301 $300
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FINANCIAL REVIEW

COMPARATIVE GAS
OPERATIONS DATA

THE CoOLUMBIA GAS SYSTEM, INC. AND SUBSIDIARIES

1992 1991 1990 1989 1988
Sales and Transportation Revenues ($ in millions)
Residential 1,089.1 1,019.3 043.9 1,140.6 LI5S/
Commercial 426.2 402.2 369.9 450.7 470.1
Industrial 67.5 31,5 64.0 82.2 118.4
Wholesale 569.4 33T 321.0 835.2 919.1
Other 130.1 108.2 102.4 81.6 40.6
Transportation 438.6 425.0 373.2 512.3 3703
Total Sales and Transportation Revenues 2,720.9 2379.9 21744 3,102.6 3,075
Sales (hillion cu. It.)
Residential 186.3 178.5 173.5 201.5 195.5
Commercial 81.8 78.4 76.8 85.0 85.6
Industrial 14.8 10.8 16.6 16.8 26.9
Wholesale 148.3 93.6 82.7 246.8 220.8
Other 68.3 657 52.3 46.1 225
Total Sales 499.5 427.0 401.9 596.2 551.3
Transportation volumes 1,349.1 1,269.8 1,175.0 1,051.5 779.4
Total Throughput 1,848.6 1.696.8 1,576.9 1.647.7 1,330.7
Sources of Gas Sold (hillion cu. [1.)
Total gas purchased 433.0 370.6 453.3 449.4 517.5
Total gas produced 69.2 76.3 75:3 77.9 74.6
Exchange gas—net 17.5 (15.3) 21.1 (15.0) 5.8
Gas withdrawn [rom
(delivered to) storage 14.5 24.7 (137.5) 109.0 (0.2)
Company use and other (34.7) (29.3) (10.3) (25.1) (46.4)
Total Sources of Gas Sold 499.5 427.0 401.9 596.2 551.3
Customers at Year End
Residential 1,711,946 1,687,631 1,724,281 [,693.914 1.666,013
Commercial 161,937 160,420 165,144 161,864 157 475
Industrial 2,358 2,345 2,400 2,334 2,341
Wholesale 78 80 81 78 79
Qther 217 200 142 127 96
Total Customers at Year End 1,876,536 1,850,676 1,892,048 1,858,317 1,826,004
Average Usage Per Customer (thousand cu. ft.)
Residential 108.8 105.8 100.6 119.0 117.4
Commercial 505.1 488.7 465.1 524.9 543.6
Degree Days for Retail Operations 5,507 4,998 4,783 5.971 5,914
% Colder (warmer) than normal (2.1) (10.6) (14.5) 6.8 52
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SELECTED
FINANCIAL DATA

THE COLUMBIA GAS SYSTEM, INC. AND SUBSIDIARIES

(S in millions except per share amounts) 1992* 1991+ 1990 1989 1988
Income Statement Data (5)
Total operating revenues 2,922.0 2,576.8 2,357.9 3,204.4 3,168.2
Products purchased 1,236.9 1,056.5 846.8 1,669.0 1,8223
Earnings (Loss) on common stock
before extraordinary item and
accounting changes 90.9 (794.8) 104.7 145.8 LI
Earnings (Loss) on common stock 51.2 (694.4) 104.7 145.8 111.1
Per Share Data
Earnings (Loss) per common share ($):
Belore extraordinary item and
accounting changes 1.79 (15.72) 2.21 3.21 2.46
Earnings (Loss) on common stock 1.01 (13.74) 221 3.21 2.46
Dividends:
Per share ($) - 1.16 2.20 2.00 2.295
Payout ratio (%) NM N/M 99.5 62.3 033
Average common shares
outstanding (000) 50,559 50,537 47316 45,494 45,190
Balance Sheet Data ($)
Capitalization excluding liabilities subject
to Chapter 11 (including short-term debt
and current maturities**):
Common stock equity 1,075.1 1,006.9 1,757.8 1,620.3 1.5526
Long-term deht 5.4 6.1 1.428.7 1,196.0 1,038.4
Short-term debt
and current maturities 1.4 138.9 770.7 681.4 749.8
Total 1,081.9 1,151.9 3,957.2 3,497.7 3,340.8
Total assets 6,530.9 6,332.2 6,196.3 5,878.4 5,641.0
Other Financial Data
Capitalization ratio (%) (including
short-term debt and current maturities®*):
Common stock equity 99.4 87.4 44.4 46.3 46.5
Debt 0.6 12.6 55.6 53.7 535
Capital expenditures ($) 299.7 381.9 629.6 473.5 307.9
Net cash from operations ($) 765.4 531.6 420.1 400.5 4294
Book value per common share ($) 21.26 19.92 34.83 35.50 34.18
Return on average common equity
before extraordinary charges (%) 8.7 N/M 6.2 9.2 7.2

N/M —Not meaningful

*Relerence is made to Notes 1A and 2 of Notes to Consolidated Financial Statements.,

*##Prior to its Chapter 11 filing, the Corporation made extensive use of variable rate debt since the associated cost was normally less than senior long-

term debt. Inclusion of the short-term debt in years prior to 1991 makes those historical ratios more meaningful.
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MANAGEMENT'S STATEMENT OF

RESPONSIBILITY FOR FINANCIAL STATEMENTS

The accompanying consolidated financial statements and related notes have been
prepared by the Corporation based on generally accepted accounting principles,
and are considered by management to present fairly the Corporation’s financial
position and results of operations. The integrity and objectivity of the data in
these financial statements, including estimates and judgments relating to matters
not concluded by vear end, are the responsibility of management as is all other
information included in the Annual Report, unless otherwise indicated.

To meet its responsibilities with respect to financial information, management
maintains an accounting system and related controls to reasonably assure the
integrity of financial records and the protection of assets. The effectiveness of
this system is enhanced by the selection and training of qualified personnel, an
organizational structure that provides an appropriate division of responsibility,
astrong budgetary system of control, and a comprehensive program of internal

REPORT OF

INDEPENDENT PUBLIC ACCOUNTANTS

THE COLUMBIA GAS SYSTEM, INC. AND SUBSIDIARIES

audits designed, in total, to provide reasonable assurance regarding the ade-
quacy of internal controls and implementation of company policies and pro-
cedures, The internal audit staff is under the direction of the Vice President
and General Auditor who reports directly 1o the Chairman of the Board and
has unrestricted access to the audit committee of the Board of Directors.

The audit committee assists the Board of Directors in its oversight role and is
composed of seven directors who are not officers or employees of the Corpor-
ation. The audit committee meets periodically with the Vice President and
General Auditor 1o review the results of internal audits and to monitor the
discharge of his responsibilities. The audit committee also meets periodically
with the Corporation’s independent public accountants, who have free access
to the audit committee to discuss internal accounting controls, auditing and
financial reporting matters.

To the Shareholders of The Columbia Gas System, Inc.:

We have audited the accompanying consolidated balance sheets of The
Columbia Gas System, Inc. (a Delaware corporation, the “Corporation”) and
subsidiaries as of December 31, 1992 and 1991, and the related statements of
consolidated income, common stock equity and cash flows for each of the
three years in the period ended December 31, 1992. These financial statements
are the responsibility of the Corporation’s management. Our responsibility is
Lo express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with generally accepted auditing stan-
dards. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting
the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation.
We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred 1o ahove present fairly, in all
material respects, the financial position of the Corporation and subsidiaries as
of December 31, 1992 and 1991, and the results of their operations and their
cash [lows for each of the three years in the period ended December 31, 1992,
in conformity with generally accepted accounting principles.

On July 31, 1991, the Corporation and Columbia Gas Transmission Corpor-
ation (“Columbia Transmission”), a wholly-owned subsidiary, filed separate
petitions seeking protection under Chapter 11 of the Federal Bankruptey
Code. Note 2 discusses, among other matters, uncertainties associated with
the Chapter 11 proceedings, including the status of the Corporation’s loans
1o Columbia Transmission, certain prepetition intercompany asset translers

and the measurement of certain liabilities. Further, as discussed in Note 12D,
subsequent to the Corporation’s June 1991 announcement of a probable charge
1o earnings and suspension of the dividend, purported class action and other
complaints have been filed against the Corporation generally alleging violations
of certain securities laws. The accompanying financial statements do not reflect
any liability associated with these complaints as the Corporation believes it has
meritorious defenses to these actions; however, the ultimate outcome is uncer-
tain. As a result of these matters, the Corporation may take, or be required to
take, actions which may cause assets to be realized or liabilities to be liquidated
for amounts other than those reflected in the financial statements. These lactors
create substantial doubt about the Corporation’s ability to continue as a going
concern. The accompanying financial statements have been prepared assuming
that the Corporation and Columbia Transmission will continue as going con-
cerns which contemplates the realization of assets and payment of liabilities in
the ordinary course of business. The appropriateness of the Corporation contin-
uing 1o present financial statements on a going concern basis is dependent
upon, among other items, the terms of the ultimate plan of reorganization

and the ability to generate sufficient cash from operations and financing sources
to meet obligations,

As discussed in Note 4, effective January 1, 1991, the Corporation changed its
method of accounting for income taxes and post-retirement henefits other than
pensions pursuant to standards promulgated by the Financial Accounting
Standards Board.

New York, New York
February 10, 1993




STATEMENTS OF
CONSOLIDATED INCOME

THE COLUMBIA GAS SYSTEM, INC. AND SUBSIDIARIES

Year Ended December 31 (in millions except per share amounts) 1992+ 1991* 1990

Operating Revenues

Gas sales $2.282.3 §1,954.9 $1,801.2
Transportation 438.6 425.0 373.2
Other 201.1 196.9 183.5
Total Operating Revenues 2,022.0 2,576.8 23579
Operating Expenses
Products purchased 1,236.9 1,056.5 846.8
Provision for gas supply charges 38.6 1,319.2 -
Operation 764.4 689.4 714.1
Maintenance 157.1 120.8 107.9
Depreciation and depletion 368.1 285.0 2488
Other taxes 194.0 1923 178.2
Total Operating Expenses 2,759.1 3,663.2 2,095.8
Operating Income (Loss) 162.9 (1,086.4) 262.1
Other Income (Deductions)
Interest income and other, net (Note 13) 20.5 324 703
Interest expense and related charges** (Note 14) (13.7) (137.4) (169.8)
Reorganization items, net (Note 2) (8.3) (14.4) =
Total Other Income (Deductions) (1.5) (119.4) (99.5)
Income (Loss) before Income Taxes, Extraordinary Item
and Cumulative Effect of Accounting Changes 161.4 (1,205.8) 162.6
Income taxes (Note 5) 70.5 (411.0) 57.9
Income (Loss) before Extraordinarz Item and
Cumulative Effect of Accounting Changes 90.9 (794.8) 104.7
Extraordinary item (Note 12G) (39.7) - -
Cumulative effect of change in accounting
for income taxes (Note 4B) - 170.0 =
Cumulative effect of change in accounting
for postretirement benefits (Note 4A) = (69.6) —
Net Income (Loss) $ 51.2 $ (694.4) $ 104.7

Earnings (Loss) Per Share of Common Stock
(based on average shares outstanding)

Belore extraordinary item and accounting changes $ 1.79 $(15.72) $ 221
Extraordinary item (0.78) - -
Change in accounting for income taxes - 336 -
Change in accounting for postretirement benefits - (1.38) -
Earnings (Loss) on Common Stock $ 1.01 $(13.74) 221
Dividends Per Share of Common Stock - $ 1.16 $ 220
Average Common Shares Outstanding (thousands) 50,559 50,537 47316

*Relerence is made to Notes 1A and 2 of Notes to Consolidated Financial Statements.
**Due to the bankruptey filing, interest expense of $224.9 million and $85.6 million has not been recorded for 1992 and 1991, respectively.
The accompanying Notes to Consolidated Financial Statements are an integral part of these statements.
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CONSOLIDATED

BALANCE SHEETS

THE COLUMBIA GAS SYSTEM, INC. AND SUBSIDIARIES

Assets as of December 31 (in millions) 1992+ 199]

Property, Plant and Equipment

Gas utility and other plant, at original cost $5,758.6 $5.575.0
Accumulated depreciation and depletion (2,916.6) (2,794.8)
2,842.0 2,780.2

Qil and gas producing properties, full cost method 1,190.4 1,167.6
Accumulated depletion (602.1) (441.3)
588.3 726.3

Net Property, Plant and Equipment 3.430.3 3,500.5

Investments and Other Assets

Gas inventory—noncurrent 346.3 375.8
Gas supply prepayments 20.0 85.8
Accounts receivable —noncurrent 218.0 941
Unconsolidated alhliates 66.7 52.4
Investment in Columbia LNG Corporation 51.9 925
Other 312 322
Total Investments and Other Assets 734.1 732.8

Current Assets
Cash and temporary cash investments 820.6 408.3
Accounts receivable
Customers (less allowance for doubtful accounts

of $11.8 and $9.7, respectivelv) 504.6 535.3

Other 241.9 320.0

Gas inventory 330.7 372.4
Other inventories—at average cost 474 50.7
Prepayments 127.0 130.5
Other 56.8 1.6
Total Current Assets 2,129.0 1.824.8
Deferred Charges 2315 268.1
Total Assets $6,530.9 $6,332.2

“Reference is made to Notes 1A and 2 of Notes 1o Consolidated Financial Statements
**The Corporation has 10,000,000 shares ol preferred stock. $30 par value, authorized but unissued.

The accompanying Notes to Consolidated Financial Statements are an integral part of these statements
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THE COLUMBIA GAS SYSTEM, INC. AND SUBSIDIARIES

Capitalization and Liabilities as of December 31 (in millions) 1992* 1991
Common Stock Equity
Common stock, par value $10 per share-outstanding
50,559,225 shares $ 505.6 £ 505.6
Additional paid in capital 601.8 601.8
Retained earnings 37.7 (13:5)
Unearned employee compensation (Note 9) (70.0) (87.0)
Total Common Stock Equity 1,075.1 1,006.9
Long-Term Debt 5.4 0.1
Total Capitalization** 1,080.5 1,013.0
Current Liabilities
Debtor-in-possession financing (Note 10) - 136.0
Debt obligations 1.4 29
Accounts and drafts payable 231.7 188.4
Accrued taxes 144.1 135.8
Accrued interest 15.6 16.7
Estimated rate refunds 182.3 67.9
Delerred income taxes 19.7 215
Other 267.8 257.6
Total Current Liabilities 862.6 826.8
Liabilities Subject to Chapter 11 Proceedings (Note 2) 3,967.2 3,903.5
Other Liabilities and Deferred Credits
Income taxes—noncurrent 190.3 2174
Investment tax credits 40.8 422
Postretirement benefits other than pensions 233.4 230.2
Other 156.1 99.1
Total Other Liabilities and Deferred Credits 620.6 588.9
Commitments and Contingencies (Notes 2,3, 4,9 and 12) - -
Total Capitalization and Liabilities $6,530.9 $6,332.2




STATEMENTS OF
CONSOLIDATED CASH FLOWS

THE COLUMBIA GAS SYSTEM, INC. AND SUBSIDIARIES

Year Ended December 31 (in millions) 1992* 1991* 1990
Operations
Cash received from customers $2.880.1 §2,579.6 $2.829.8
Other operating cash receipts 125.6 173.6 161.2
Cash paid to suppliers (1,027.3) (L,012.1)  (1,319.2)
Interest paid (1.4) (101.8) {172.5)
Income taxes paid (120.4) (79.8) (58.4)
Other tax payments (196.0) (164.5) (197.9)
Cash paid 1o employees and for other employee benefits (479.1) (464.2) (445.2)
Other operating cash payments (407.0) (396.0) (377.7)
Reorganization items—net (9.1) (3.2) -
Net Cash From Operations 765.4 531.6 420.1
Investment Activities
Capital expenditures** (294.5) (376.5) (600.1)
Replacement of base gas inventory - - (156.9)
Gas supply prepayments—net 3.2 (36.3) (17.3)
Other investments—net 72.2 89.3 8.1
Net Investment Activities (219.1) (323.5) (766.4)
Financing Activities
Dividends paid - (557} (103.9)
Issuance of revolving credit agreement - 20.0 145.0
Retirement of long-term debt and preferred stock (2.4) (20.3) (71.7)
Issuance of common stock - 34 2253
Issuance of long-term debt - - 204.5
Increase (decrease) in short-term debt and other financing activities 4.4 108.9 (59.0)
Net debtor-in-possession financing (136.0) 136.0 -
Net Financing Activities (134.0) 192.3 340.2
[ncrease (decrease) in cash and temporary cash investments 4123 400.4 (6.1)
Cash and temporary cash investments at beginning of year 408.3 7.9 14.0
Cash and temporary cash investments at end of year*** $ 820.6 $ 4083 $ 79
Net Income Reconciliation:
Net income (loss) $: 512 S (694.4) $ 104.7
Items not requiring (providing) cash:
Depreciation and depletion 368.1 285.0 248.8
Deferred income taxes (30.3) (525.7) (14.6)
Amortization of prepayments for producer contract modifications 23.9 54.5 723
Provision for gas supply charges 38.6 1,319.2 -
Extraordinary item 39.7 - -
Change in accounting for income taxes - (170.0) -
Change in accounting for postretirement benefits - 69.6 -
Gain on sale ol interests in subsidiaries - (21.4) -
Other—net 182.7 39.6 31.3
Net change in working capital (Note 15) 91.5 175.2 (22.4)
Net Cash From Operations S 765.4 $ 531.6 $ 420.1

*Reference is made 1o Notes 1A and 2 of Notes to Consolidated Financial Statements.
“*Includes amounts transferred from interest paid, cash paid to employees and for other employee benefits and other operating cash payvments.
***The Corporation considers all highly liquid debt instruments purchased with a maturity of three months or less to be cash equivalents.

The accompanying Notes to Consolidated Financial Statements are an integral part of these statements.
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STATEMENTS OF
CONSOLIDATED COMMON STOCK EQUITY
THE COLUMBIA GAS SYSTEM, INC. AND SUBSIDIARIES

Accumulated
Foreign

Common Stock” Additional Unearned Currency
Shares Par Paid Tn Retained Employee  Translation
(In millions except for share amounts) Qutstanding (000) Value Capital Earnings  Compensation  Adjustment
Balance at December 31, 1989 45,643 §456.4  $422.2 $736.4 $ 0.0 $5.3
Net Income 104.7
Common stock dividends
($2.20 per share) (103.9)
Common stock issued:
LESOP 2,000 20.0 71.8 (91.7)
Dividend Reinvestment Plan 04 0.6 2.4
Long-Term Incentive Plan 165 L7 .
Public Offering 2,600 26.0 97.5
Other 1.1 2i (0.2)
Balance at December 31, 1990 50,472 504.7 599.2 7383 (89.5) 5:1
Net Income (loss) (694.4)
Common stock dividends
($1.16 per share) (Note 2) (58.6)
Common stock issued:
Dividend Reinvestment Plan 75 08 2.4
Long-Term Incentive Plan 12 0.1 0.4
Other (0.2) 1.2 25 (5.1)**
Balance at December 31, 1991 50,559 505.6 601.8 (13.3) (87.0) 0.0
Net Income 51.2
Sale of LESOP shares 17.0
Balance at December 31, 1992 50,559 $505.6 $601.8 $ 37.7 5(70.0) $0.0

*100 million shares authorized at December 31, 1992, 1991 and 1990—$10 par value.
#*The Corporation’s only loreign subsidiary, Columbia Gas Development of Canada Ltd., was sold during 1991,

T'he accompanying Notes to Consolidated Financial Statements are an integral part of these statements.



NOTES TO CONSOLIDATED

FINANCIAL STATEMENTS

1. Summary of Significant Accounting Policies

A. Principles of Consolidation. The Consolidated Financial Statements
include the accounts of the Corporation and all subsidiaries. All appro-
priate intercompany accounts and transactions have been eliminated,
except for the Corporation’s investment in Columbia LNG Corporation
(see Note 12G).

On July 31,1991, the Corporation and its wholly-owned subsidiary,
Columbia Gas Transmission Corporation (Columbia Transmission ),
filed separate petitions seeking protection under Chapter 11 of the Fed-
eral Bankruptey Code. The debtor companies are operating their busi-
nesses as debtors-in-possession (DIP) under the jurisdiction of the
United States Bankruptey Court for the District of Delaware (Bankruptey
Court). As such, the debtor companies cannot engage in transactions
considered to be outside the ordinary course of business without obtain-
ing Bankruptey Court approval (see Note 2).

The accompanying financial statements reflect all adjustments necessary
in the opinion of management to present fairly the results of operations
in accordance with generally accepted accounting principles applicable
to a going concern, which contemplates the realization of assets and pay-
ment of liabilities in the ordinary course of husiness. As a result of the
reorganization proceedings under Chapter 11, the debtor companies
may take, or be required to take, actions which may cause assets to be
realized, or liabilities to be liquidated, for amounts other than those
reflected in the financial statements. The appropriateness of continuing
to present linancial statements on a going concern basis is dependent
upon, among other things, the terms of the ultimate plan of reorganiza-
tion, future profitable operations, the ability to comply with DIP and
other financing agreements and the ability to generate sufficient cash
from operations and financing sources to meet obligations. The consoli-
dated financial statements do not include any adjustments relating to
the recoverability and classification of recorded asset amounts, or the
amounts and classification of liabilities that might be necessary as a
result of the outcome of the uncertainties discussed herein.

Certain reclassifications have been made to the 1991 and 1990 hinancial
statements Lo conform to the 1992 presentation.

B. Basis of Accounting for Rate-Regulated Subsidiaries. Statement of Finan-
cial Accounting Standards (SFAS) No. 71, “Accounting [or the Ellects of
Certain Types of Regulation,” provides that rate-regulated public utilities
account for and report assets and liabilities consistent with the economic
effect of the way in which regulators establish rates, if the rates estab-
lished are designed to recover the costs of providing the regulated service
and if the competitive environment makes it reasonable to assume that
such rates can be charged and collected. In 1985, it was determined that
the Corporation’s interstate transmission companies no longer met these
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criteria, and consequently, these companies discontinued the application
of the provisions of SFAS No. 71. In 1992, management concluded that it
was no longer appropriate [or Columbia LNG Corporation (Columbia
[LNG) to continue application of SFAS No. 71 (see Note 12G). The Corpo-
ration’s gas distribution subsidiaries follow the accounting and reporting
requirements of SFAS No. 71.

C. Gas Utility and Other Plant and Relared Depreciation. Property, plant
and equipment (principally utility plant) are stated at original cost. The
cost of gas utility and other plant of the distribution companies includes
an allowance for funds used during construction (AFUDC).

In addition, Columbia Gas of Ohio, Inc. is permitted to include inits
plant investment post-in-service carrying charges on those eligible plant
investments which are placed in service between December 31, 1990, and
December 31, 1994, Subject to commission approval, the carrying charges
are also authorized to be included in base rates in subsequent rate filings.

Property, plant and equipment of other subsidiaries includes interest
during construction (IDC). The before-tax rates for AFUDC and IDC
were as follows:

Year Ended December 31 (%) 1992+ 1991* 1990
AFUDC 8.0 8.0 94
InC 9.6 9.6 9.5

*The portion of interest capitalized by subsidiaries during the period for which the
Corporation is in hankruptey is climinated in the Consolidated Financial Statements
The 1992 and 1991 rates represent those in effect prior to the Chapter 11 ilings

Improvements and replacements of retirement units are capitalized at
cost. When units of property are retired, the accumulated provision for
depreciation is charged with the cost of the units and the cost of removal,
net of salvage, Maintenance, repairs and minor replacements of property
are charged 0 expense. The Corporation’s subsidiaries provide for
annual depreciation on a composite straight-line basis. The annual
depreciation rates were as follows:

Year Ended December 31 (%) 1992 1991 1990
Transmission property 2.6 26 26
Distribution property 33 3.6 3.7

|

D. Oil and Gas Producing Properties. The Corporation’s subsidiaries
engaged in exploring [or and developing oil and gas reserves follow the
full-cost method of accounting, Under this method of accounting, all
productive and nonproductive costs directly identified with acquisition,
exploration and development activities are capitalized in countrywide



cost centers. Il costs exceed the sum of the estimated present value of the
cost centers' net future oil and gas revenues and the lower of cost or esti-

mated value of unproved properties, an amount equivalent to the excess
is charged to current depletion expense. Gains or losses on the sale

or other disposition of oil and gas properties are normally recorded

as adjustments to capitalized costs,

Depletion for domestic subsidiaries is based upon the ratio of current-
vear revenues to expected total revenues, utilizing current prices, over
the life of production. Depletion for the Canadian subsidiary, which was
sold as of December 31, 1991, was based upon the ratio of volumes pro-
duced to total reserves.

E. Futures Contracts. Futures transactions are used [rom Lime to lime to
hedge prices of crude oil, natural gas production, propane inventories and
natural gas purchase and sales commitments, in order to minimize the
risk of market fluctuations. Under internal guidelines, hedging positions
for oil and gas production can be taken for up to 80% of the expected
uncommitted monthly production. Gains and losses on the futures trans-
actions are recognized when the hedged transaction is complete.

F. Gas Inventory. Gas inventory is carried at cost on a last-in, first-out
(LIFQ) basis. The estimated replacement cost of gas inventory (including
noncurrent) in excess of carrying amounts at December 31, 1992, was
approximately $638 million for Columbia Transmission and $68 million
for the distribution companies. Liquidation of LIFO layers related to gas
delivered by the distribution companies does not allect income since the
effect is passed through to customers as part of purchased gas adjustment
tariffs. Columbia Transmission also reflects billing adjustments for LIFO
liquidation, except for capitalized costs associated with certain producer
payments not eligible for recovery in gas adjustment tariffs.

G. Income Taxes and Investment Tax Credits. The Corporation and its sub-
sidiaries account for income taxes under the provisions of SFAS No. 106,
“Accounting for Income Taxes” (see Note 4B).

The Corporation and its subsidiaries record income taxes to recognize
[ull interperiod tax allocations. Under the liahility method, deferred
income taxes are recognized for the tax consequences of temporary dif-
[erences by applying enacted statutory tax rates applicable to future years
to differences between the financial statement carrying amounts and the
tax basis of existing assets and liabilities.

Previously recorded investment tax credits of the gas distribution sub-
sidiaries were deferred and are being amortized over the life of the related
properties to conform with regulatory policy.

H. Estimated Rate Refunds. Certain rate-regulated subsidiaries collect rev-
enues subject o refund pending final determination in rate proceedings.
In connection with such revenues, estimated rate refund liahilities are
recorded which reflect management’s current judgment of the ultimate
outcome of the proceedings. No provisions are made when, in the opin-
ion of management, the facts and circumstances preclude a reasonable
estimate of the outcome.

I. Deferred Gas Purchase Costs. The Corporation’s gas distribution sub-
sidiaries defer differences between gas purchase costs and the recovery
of such costs in revenues, and adjust future hillings for such deferrals
on a basis consistent with applicable tariff provisions.

. Revenue Recognition. The Corporation’s rate-regulated subsidiaries bill
customers on a monthly cycle billing basis. Revenues are recorded on the
accrual basis including an estimate for gas delivered but unbilled at the
end of each accounting period. Columbia Transmission also records rev-
enues Lo reflect future billing adjustments to recover or refund the differ-
ence between current gas costs and amounts billed through its purchased
gas adjustment tariff.

2. Reorganization Proceedings under Chapter 11
of the Bankruptcy Code

A. General. Under the Bankruptey Code, actions by creditors to collect
prepetition indebtedness are stayed and other contractual obligations
may not he enforced against either the Corporation or Columbia Trans-
mission. As debtors-in-possession, both the Corporation and Columbia
Transmission have the right, subject to Bankruptcy Court approval and
certain other limitations, to assume or reject executory contracts and
unexpired leases. In this context, “rejection” means that the debtor com-
panies are relieved from their obligations to perform further under the
contract or lease but are subject to a claim for damages for the breach
thereof. Any claims for damages resulting from rejection are treated as
general unsecured claims in the reorganization. The parties allected by
these rejections may file claims with the Bankruptey Court in accordance
with bankruptey procedures. Prepetition claims which were contingent
or unliquidated at the commencement of the Chapter 11 proceeding are
generally allowable against the debtor-in-possession in amounts fixed by
the Bankruptcy Court. Substantially all liabilities as of the petition date
are subject to resolution under plans of reorganization to be approved by
the Bankruptcy Court after submission to any required vote by allected
parties. The Corporation’s rearganization plan also requires approval by
the Securities and Exchange Commission under the Public Utility Hold-
ing Company Act of 1935.
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B. Prepetition Obligations. Columbia Transmission's prepetition obliga-
tions include secured and unsecured debt payable to the Corporation,
estimated supplier obligations, estimated rate refunds, accrued taxes

and other trade payables and liabilities. Prepetition obligations of the
Corporation primarily represent debentures, bank loans and commercial
paper outstanding on the filing date together with accrued interest to that
date. A substantial amount of Columbia Transmission’s liabilities subject
to Chapter 11 proceedings relate to amounts owed to the Corporation.
Columbia Transmission’s borrowings have been funded by the Corpora-
tion on a secured basis since June 1985. Under an Inventory Financing
Agreement, the Corporation agreed to lend Columbia Transmission up
to $410 million, which was the amount outstanding on the petition date.
The loan is secured by Columbia Transmission’s gas in underground
storage. In addition, substantially all of Columbia Transmission’s other
assels have been pledged to the Corporation as security for First Mort-
gage Bonds issued by Columbia Transmission to the Corporation. On
the petition date, the principal amount of the First Mortgage Bonds out-
standing was $930.4 million. Prepetition and postpetition interest on
secured debt owed by Columbia Transmission to the Corporation is
approximately $207.1 million at December 31, 1992. In addition to
these secured claims, the Corporation has an unsecured claim against
Columbia Transmission of $351 million in installment notes issued prior
to 1985 and accrued interest to the petition date.

The Official Committee of Unsecured Creditors of Columbia Transmis-
sion (Columbia Transmission Creditors' Committee) filed a complaint
(Intercompany Complaint) against the Corporation and Columbia Natu-
ral Resources with the Bankruptey Court alleging that the $1.7 billion of
debt securities held by the Corporation should be recharacterized as capi-
tal contributions (rather than loans) and equitably subordinated to the
claims of Columbia Transmission’s other creditors. The Intercompany
Complaint also challenges interest and dividend payments made by
Columbia Transmission to the Corporation of approximately $300 mil-
lion for the period from 1988 to the petition date. The Intercompany
Complaint also challenges the 1990 property transfer from Columbia
Transmission to Columbia Natural Resources as an alleged fraudulent
transfer. The exploration and production properties of Columbia Natural
Resources had a reserve value of $451 million (wiilizing SEC standardized
measurement procedures) as of December 31, 1992, a significant portion
of which had been transferred from Columbia Transmission. In May
1992, the Columbia Transmission Creditors’ Commitiee filed a motion

to transfer this complaint from the Bankruptey Court to the U.S. District

Court. On June 11, 1992, the Corporation filed a motion with the Bank-
ruptey Court seeking dismissal of, or summary judgment on, principal
portions of the Intercompany Complaint. The U.S. District Court denied
the Columbia Transmission Creditors' Committee motion on February 9,
1993, which permits the Bankruptcy Court to decide the Corporation’s
pending motion for summary judgment. Management believes that the
Intercompany Complaint is without merit; however, the ultimate out-
come of these issues is uncertain at this stage of the proceedings.

The resolution of these issues could have a significant impact on the
value of the estates of Columbia Transmission and the Corporation.
Dependent upon the value of the Columbia Transmission estate, as well
as the standing and value of the Corporation’s debt investment, manage-
ment will evaluate the [easibility of: (1) obtaining financing for reorgani-
zation, and/or (2) restructuring the Columbia Gas System.

The Internal Revenue Service (IRS) filed identical claims of $553.7 mil-
lion against both debtor companies and the consolidated Columbia Gas
System for the tax years 1985-1990. Through year-end, negotiations
with [RS representatives have resulted in tentative agreement on a
number of issues and substantial progress on two of the remaining three
issues. The accompanying financial statements reflect the effect of the
tentative agreements.

The Corporation and the IRS are in the early stages of discussion on the
remaining and most significant issue, the payments to producers under
Columbia Transmission’s 1985 contract relormation effort. The IRS
position on the producer payment issue, if sustained, could result in

a defliciency of approximately $230 million. Management believes the
deductions claimed in filed tax returns are appropriate and supportable
and, accordingly, has not recorded any reserves for this issue.

Management recognizes the importance ol resolving this issue due to

the significant effect the issue has on creditors, stockholders, and its reor-
ganization objectives. Although management prefers to settle this issue
through negotiation rather than protracted litigation, it retains all rights to
pursue this latter alternative to achieve a favorable resolution. The future
earnings impact, if any, associated with the ultimate resolution of these
remaining issues is not possible to predict with certainty because of the
complexity of the matters, as well as the timing and method of resolution.

Columbia Transmission has recorded liabilities of approximately $1 bil-
lion to reflect the estimated effects of its high-cost producer contracts
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and estimated supplier obligations associated with pricing disputes and
take-or-pay obligations for historical periods. Studies supporting these
liabilities are based on projections of future spot-market prices and con-
tract deliverability as well as contract pricing, discount rate and measure-
ment date assumptions. These assumptions are not necessarily the same
as those that would be applicable in the final measurement of contract
rejection damages resulting from Columbia Transmission’s rejection,
with Bankruptcy Court approval, of more than 4,600 high-cost gas pur-
chase contracts with producers, Claims associated with these contracts
exceed $20 billion. The Bankruptcy Court has approved the appointment
of a mediator to implement a claims estimation procedure related to the
rejected high-cost producer contracts, which could ultimately result in
liabilities materially different from recorded amounts.

Claims totalling nearly $350 million have also been filed against
Columbia Transmission by its customers that generally seek to protect
rights associated with any revenues collected subject to refund in general
rate filings and purchased gas adjustment filings, including matters sub-
ject to court appeals. Appropriate reserves for rate refund liabilities have
been recorded for these matters to reflect management’s judgment of the
ultimate outcome of the proceedings.

On July 6, 1992, the U.S. District Court for the District of Delaware over-
turned a Bankruptey Court ruling which allowed Columbia Transmis-
sion to flow through to customers a portion of postpetition relunds
received from upstream suppliers relating to prepetition periods and to
pay prepetition Gas Research Institute (GRI) surcharges. The Bankruptey
Court had ruled the funds were held by Columbia Transmission in trust
and were therefore payable because they were not part of Columbia
Transmission’s estate. Columbia Transmission, the Columbia Transmis-
sion Creditors' Committee, and customers, among others, have appealed
the U.S. District Court decision to the United States Court of Appeals for
the Third Circuit. On October 2, 1992, the Federal Energy Regulatory
Commission (FERC) filed a brief in support of Columbia Transmission’s
appeal on the relund flowthrough and GRI issues. If the U.S. District
Court decision is upheld, all such amounts will be unsecured claims sub-
ject to distribution under Columbia Transmission’s reorganization plan.

On October 15, 1992, the FERC authorized Columbia Transmission to
suspend all remaining flowthrough payments to upstream pipelines and
all related billings and billing adjustments to its customers pending the
outcome of the appeals of the U.S. District Court decision.

Pipeline suppliers have filed protective proofs of claims against Columbia
Transmission for contingent liabilities of approximately $900 million in
the event that Columbia Transmission decides to reject their contracts,
Except for relatively minor commitments, management has no current
intention to seek Bankruptey Court approval for rejection of these con-
tracts; therefore, no liability associated with this matter has been
reflected in the accompanying financial statements. However, implemen-
tation of FERC Order No. 636 could significantly alter historical contrac-
tual relationships between Columbia Transmission and its upstream
pipeline suppliers (see Note 3B for additional information).

On August 18, 1992, the Corporation filed objections to more than 7,100
prools of claim filed against the Corporation. These objections largely
sought to expunge claims made by bondholders, stockholders and com-
mercial paper holders because stockholders are not creditors of the Cor-
poration and because the debtholders’ claims are duplicative of other
claims made on the claimants’ behalf by their representatives. The objec-
tions also sought to disallow, reduce or reclassily other claims. On Jan-
uary 12, 1993, the Bankruptey Court issued an order granting the
requested relief. As a result, only 400 of the approximately 7,500 claims
filed against the Corporation remain to be resolved.

The Pension Benefit Guaranty Corporation (PBGC) filed claims of

$150 million against both the Corporation and Columbia Transmission
alleging that if the retirement plan had been terminated by March 31, 1992,
it would have been underfunded. Management believes that the claims
made by the PBGC are inappropriate and in error since the Bankruptcy
Court has approved continued operation of the plan, required annual con-
tributions are being made, there is no intention to terminate the plan and
the plan is not underfunded. Management further believes that PBGC's
claim can be resolved without any financial consequences to the Corpora-
tion or Columbia Transmission. On January 29, 1993, PBGC confirmed
that while it remains confident that issues regarding its claims can be
resolved by mutual agreement, PBGC has decided not to proceed further
with settlement negotiations regarding withdrawal of its claims at the pre-
sent lime due to the uncertainties associated with the bankruptey proceed-
ings. At December 31, 1992, the date of the latest actuarial valuation, plan
assets exceeded the accumulated benefit obligations by $144.5 million.

The accompanying Consolidated Balance Sheets include approximately
$4 billion of liabilities subject to the Chapter 11 proceedings of the
Corporation and Columbia Transmission as follows:



(§ in millions) 1992 1991
Corporation
Debentures:
6/s% Series due October 1991 12.0 12.0
67% Series due October 1992 7.4 14
7%  Series due May 1993 15.0 15.0
9%  Series due August 1993 150.0 1500
7%  Series due October 1993 12.0 12.0
9%  Series due October 1994 20.2 20.2
87% Series due April 1995 16.2 16.2
9Y%  Series due October 1995 22.0 22.0
10%% Series due November 1995 18.6 18.6
8%  Series due March 1996 329 329
9%  Series due May 1996 18.6 18.6
8%  Series due September 1996 26.4 26.4
7%  Series due March 1997 233 233
7%  Series due June 1997 26.3 263
7/%  Series due October 1997 28.4 284
7%  Series due May 1998 23.7 237
107% Series due May 1999 25.0 25.0
9%%  Series due June 1999 21.8 218
10%% Series due August 2011 100.0 100.0
10'%:% Series due June 2012 200.0 200.0
10%::% Series due November 2013 100.0 100.0
9% to 9% Series A Medium-Term
Notes due 1998 through 2019 200.0 200.0
8% to 9°%:% Series B Medium-Term
Notes due 1998 through 2020 200.0 200.0
9% 10 97/50% Series C Medium-Term
Notes due 2000 through 2020 50.0 50.0
1349.8 13498
Unamortized debt discount, less premium (7.2) (7.2)
13426 13426
Subordinated Guarantee of Leveraged
Employee Stock Ownership Plan debt 87.0 87.0
Short-term debt:
Commercial Paper 2665 2005
Bank Loans 621.0 621.0
Prepetition debt obligations 2317.1 2317.]
Other 63.1 73.2
Total 23822 213903
Less amounts payable to affiliates 4.9 49
Total Corporation 23773 23854

(9]
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1991

($ in millions) 1992

Columbia Transmission
Debt obligations and other payables

10 the Corporation 1,890.8 17731
Payables to other affiliates 67.1 64.1
Estimated supplier obligations 1,253.9 12170
Estimated rate relunds 2175 187.8
Taxes 44.5 66.2
Other 74.0 47.1

Total 3.547.8 33553
Less amounts payable Lo affiliates 19579 18372
Total Columbia Transmission 1,589.9 15181
Total 3,967.2 39035

C. Payment of Dividends and Debt Service. The Corporation’s Board of
Directors suspended the payment of dividends on the Corporation’s
common stock on June 19, 1991. The Corporation also discontinued
most payments related to debt service. Columbia Transmission has sus-
pended dividend, interest and debt payments to the Corporation. The
Corporation and Columbia Transmission have also suspended the pay-
ment of most other prepetition obligations, Management cannot predict
at this time when or whether any financial restructuring plans will be
approved or what provisions, if any, such plans would contain as related
to the resumption of dividends, debt service and other payments.

D. Bar Date. The Bankruptey Court established March 18, 1992, as the
deadline (the Bar Date) for most creditors to file claims against the debtor
companies. Federal and state environmental agencies were specifically
exempted from the effect of the Bar Date. Affected creditors who failed to
file proofs of claims by the Bar Date are now forever barred from voting on,
or receiving distributions, under any plan of reorganization. Approximately
14,000 total claims were [iled by creditors against both debtor companies.

E. Plan of Reorganization. Although progress on developing plans of
reorganization continues, provisions of the plan of reorganization for
Columbia Transmission cannot yet be determined. Since the ultimate
plan ol reorganization of the Corporation depends in part on the value
ascribed to Columbia Transmission, the ultimate value of the securities
of Columbia Transmission owned by the Corporation and the outcome
of the Intercompany Complaint, provisions of the Corporation’s plan
also cannot yet be determined. Provisions of such plans, or inability by
the Corporation and/or Columbia Transmission to obtain approval of a
plan, could have a material adverse effect on the Corporation and its sub-
sidiaries and on the rights of shareholders and holders of debt and other
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obligations. Until March 23, 1993, both the Corporation and Columbia income earned on cash accumulated [rom the suspension of payments
Transmission have exclusive rights to file their individual plans of reor- related to prepetition liabilities:
ganization. [tis anticipated that a request to extend this period of exclu- (8 in millions) 1992 1991
sivity will be submitted to the Bankruptcy Court.

Professional fees and related expenses 30.7 18.8
F. Reorganization Items, During 1992 and 1991, the Corporation and Interest income on accumulated cash (26.9) (4.5)
Columbia Transmission have incurred the following expenses, associated Other reorganization items 45 01
with professional fees and related expenses partially offset by interest

Net Reorganization Items 8.3 14.4

G. Financial Information for the Debtor Companies. Condensed financial information for the
Corporation and Columbia Transmission as of, and for, periods ended December 31, is as follows:

Corporation Columbia Transmission

(% in millions) 1992 1991 1992 1991
Current assels

Cash and temporary cash investments 8.0 9.8 804.6 386.5

Other 429.1 3315 637.9 8023

Total current assets 437.1 3413 1,442.5 1,188.8
Current liabilities (16.8) (174.6) (449.6) (286.7)
\-\-'Url\'ing capilal 420.3 166.7 992.9 902.1
Noncurrent assets 3,119.7 32339 22251 2.085.2
Estimated liabilities subject

to Chapter 11 proceedings (2,382.2) (2,390.3) (3,547.8) (3,355.3)

Noncurrent liabilities (82.7) (3.4) (169.2) (113.4)
Net Equity 1,075.1 1,006.9 (499.0) (481.4)
Operating revenues - - 1,363.8 1,003.5
Operating expenses 10.3 9.5 (1,256.9) 22130
Operating income (loss) (10.3) (9.5) 106.9 (1,209.5)
Other income (deductions) 154.7 (644.6) (118.0) (133.8)
Income taxes 535 36.4 6.5 (463.3)
Extraordinary item (39.7) - - -
Cumulative effect of accounting changes - (3.9 - 50.5
Net Income (Loss) 51.2 (694.4) (17.6) (829.5)
Net Cash [rom Operations 59.4 299 510.3 240.5




3. Regulatory Matters

A. Columbia Transmission has collected and continues to collect rev-
enues [rom its customers associated with the passthrough of upstream
pipeline supplier take-or-pay and contract relormation costs under
FERC Order Nos. 500 and 528. Certain customers have challenged
recovery of such costs, which total $122 million, on the basis that a
1985 rate settlement precludes collection. The FERC has consistently
denied the customers' assertions and appeals have been filed with the
U.S. Court of Appeals, D.C. Circuit. Management continues to believe
these challenges are without merit and the FERC orders, which sup-
port collection of these costs, will ultimately be upheld.

B. In April 1992, the FERC issued Order No. 636 (Order 636), its final
rule on Pipeline Service Obligations and Equality of Transportation
Services by Pipelines. The FERC states that this order is the final stage
inits effort to fundamentally change the role of pipelines from provid-
ing a merchant function to one in which they perform principally as
transporters of gas that distribution companies and end users purchase
directly from producers and other suppliers. (Reference is made to the
Management’s Discussion and Analysis in the Transmission and Dis-
tribution sections lor additional information. )

Order 636 requires pipelines to “unbundle” their sales, transportation
and storage services and to provide and price these services separately.
In addition, the FERC requires changes to pipeline rate design which
it believes will improve competitiveness of pipeline rates and provide
more accurate market signals. The FERC has ordered all pipelines to
[ully implement Order 636 before the 1993-94 winter, and has estab-
lished restructuring proceedings for each pipeline. In December 1992,
Columbia Transmission and Columbia Gulf Transmission (Columbia
Gulf) made filings with the FERC setting forth each company’s pro-
posal for compliance with Order 636.

In Order 636, the FERC provided that pipelines may recover all pru-
dently incurred costs resulting from the transition to Order 636 and set
general guidelines for their recovery. However, the FERC stated thal
filings to recover such costs should not be made until a pipeline’s ser-
vice restructuring proposal, that identifies various transition costs, has
been approved. With respect to gas supply realignment costs, costs
associated with reforming or terminating above-market price supply
contracts, Columbia Transmission noted in its filing that the majority
of such costs on its system will be determined in the context of the
bankruptey proceedings regarding the treatment of producer contract
rejection costs. The company stated that the ultimate level of such
costs is uncertain and that recovery would be pursued in future filings
with the FERC. In February 1993, responses to the transmission com-
panies’ compliance filings were filed with the FERC by interested par-
ties which seck to exclude from transition costs certain producer

G

contract rejection costs. Columbia Transmission’s efforts to recover gas
supply realignment costs are expected to be strongly opposed. Filings
to recover such costs will be made at a later date.

The compliance filings of the transmission subsidiaries contemplate
collection of estimated transition costs in several areas. Purchased gas
costs associated with Columbia Transmission’s merchant function not
collected from customers are estimated to be in the range of $150 mil-
lion to $175 million at November 1, 1993, The accompanying balance
sheet reflects receivables for such gas costs of $203.5 million at Decem-
ber 31, 1992, Further, the compliance filing details procedures to offer
Columbia Transmission’s customers its existing firm capacity on
upstream pipelines, with demand charge commitments of approxi-
mately $108 million annually. Management expects a significant por-
tion of this capacity to be acquired by existing customers and therefore
any remaining Columbia Transmission commitment should be
significantly below current levels. The filing also addresses the poten-
tial for some portion of Columbia Transmission’s net investment in
gathering [acilities ($68 million at December 31, 1992) to be consid-
ered a stranded investment for which recovery in rates would be
requested. The amount of any such stranded gathering facilities
depends upon the rate design in effect, the results of elforts undertaken
to sell or otherwise dispose of such properties, and other factors. As
noted above, filings to recover any such costs will not occur until after
approval of the service aspects of the implementation is complete;
therefore, the ultimate outcome cannot be predicted with certainty.
Based upon the provisions of Order 636, management believes that

all of these costs will be recovered.

With the pending implementation of Order 636, Columbia Transmis-
sion’s management has evaluated its long-term commitment to the
merchant function. As a result of this review and negotiations with
customers, management now expects that Columbia Transmission
will no longer provide a significant merchant function after November
1, 1993. Consequently, a writedown of $38.6 million (pre-tax) was
recorded in 1992 1o reflect the loss of value of certain capitalized gas
costs that are in excess of amounts to be amortized in 1993,

In 1989, the FERC authorized Kentucky West Virginia Gas Company
(Kentucky West Virginia) to retroactively collect higher prices from
Columbia Transmission for certain gas it produced and sold between
1979 and 1983. The order permits Kentucky West Virginia to directly
bill its customers, including Columbia Transmission, for the price
increase based on their levels of purchases during this period. Ken-
tucky West Virginia filed to recover approximately 527 million,
including interest, from Columbia Transmission effective March 15,
1989, but reserved the right to seek recovery of additional amounts
once certain conditions were met.



In 1991, the FERC rejected a settlement Columbia Transmission

had previously reached with Kentucky West Virginia. In August 1992,

Kentucky West Virginia and Columbia Transmission filed a revised
settlement with the FERC that includes a bankruptey claim of $19 mil-
lion relating to higher prices for Kentucky West Virginia's gas produc-
tion for prior years and a $7 million bankruptcy claim pertaining to
Columbia Transmission’s rejection of its gas purchase contract with

Kentucky West Virginia. On November 6, 1992, the Bankruptey Court

approved Columbia Transmission’s rejection of the Kentucky West
Virginia contract. Through 1992, Columbia Transmission has
recorded liabilities totalling $26 million to reflect the proposed settle-
ment. The settlement was approved by the FERC in February 1993,
and is now subject to Bankruptey Court approval. If the modifications
are acceptable to Columbia Transmission and Kentucky West Vir-
ginia, it will be submitted for Bankruptey Court approval.

4. Accounting Changes

A. In the fourth quarter of 1991, the Corporation adopted SFAS No. 106,
“Employers’ Accounting for Postretirement Benefits Other Than Pen-
sions,” (OPEB) retroactive to January 1, 1991. This method of
accounting for postretirement benefits accrues the actuarially deter-
mined costs for life insurance and medical benefits ratably from the
date an employee becomes eligible for such benefits. The Corpora-
tion's subsidiaries previously expensed these costs as cash payments

were made. As permitted under SFAS No. 106, the subsidiaries elected

to record the full amount of their estimated accumulated postretire-
ment henefits obligation other than pensions of $223.8 million. These
obligations represent the actuarial present value, discounted at 8%, of
the postretirement benelfits to be paid to current employees and
retirees hased on services rendered.

The present value of the postretirement benefit obligation to be paid
to current and retired employees for all the distribution subsidiaries
amounts o approximately $131.4 million as of December 31, 1992
Of this amount, $127.2 million has been delerred as a regulatory asset
pending anticipated recovery through rates in various jurisdictions.
The Emerging Issues Task Force (EITF) of the Financial Accounting
Standards Board has recently issued guidelines establishing criteria
for recording such a regulatory asset, including a requirement for
collection of accrual basis expense in rates and recovery of the transi-
tion obligation within 20 vears. These criteria will not necessarily he
adopted by the public utility commissions regulating the distribution

subsidiaries. Differences in requirements between the accounting rules

and the ratemaking decision ultimately adopted could result in
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awritedown of some or all of this regulatory asset. The distribution
subsidiaries, as well as the Corporation’s other operating companies,
have implemented cost-containment measures designed to reduce
their OPEB obligations. In addition to other measures, employees will
be required o share a portion of their postretirement health benefit
costs and guidelines have been established redefining vears of service
requirements belore an employee is eligible for retiree health benefits.
Other cost-saving plans are being reviewed for consideration in an
ongoing effort to effectively manage OPEB costs.

In Ohio. the staff of the Public Utilities Commission has taken a posi-
tion that would allow recovery of OPEB costs on an accrual basis.
However, the method of recognizing the unfunded transition obliga-
tion at the time of adoption of SFAS No. 106 and the amortization
period for the obligation is likely to be determined on a case-hy-case
basis. A final order from the commission regarding the outcome of
this investigation is expected in the near future. The amount of the
Columbia Gas of Ohio regulatory asset in the accompanying balance
sheet was $77.4 million as of December 31, 1992.

In November 1992, the Pennsylvania Public Utility Commission
(PPUC) issued an order in response to a coalition of several utilities
filing a joint petition requesting the deferral of OPEB costs. Basically,
the PPUC indicated that the appropriate ratemaking treatment for
OPEB costs is pay-as-you-go, which may, on a case-by-case basis, be
modified to include rate recovery of funded amounts. The PPUC fur-
ther stated that the appropriate level of transition costs to be allowed
will also be decided on a case-by-case basis. At December 31,1992,
the carrying value of Columbia Gas of Pennsylvania’s (CPA) regula-
tory asset was approximately $31.6 million. A recent order filed by the
PPUC for another wtility’s pending rate case allowed only pay-as-you-
go treatment of OPEB costs until the PPUC could be shown that a
viable cost-containment program has been effectuated. The PPUC also
based its order on its determination that the utility did not adequately
demonstrate how it plans to fund OPEB costs. The PPUC directed that
company to record the difference between the level of OPEB expense
and the pay-as-you-go method as a regulatory asset and agreed to
address, in a separate rate proceeding, the recovery of OPER accruals
that are deemed prudently incurred. CPA has taken certain steps
which it believes differentiates its facts and circumstances from this
decision and will help ensure a favorable ruling from the PPUC on the
recovery of these costs. CPA is committed to advance funding of the
costs for retirees benefits in an irrevocable trust fund to the extent
these costs are allowed in rates.

i
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In January 1993, the Maryland Public Service Commission decided

to deler its decision on Columbia Gas of Maryland’s application to
recover OPEB costs until a generic decision is made at a later date.

In early 1993, an order was issued by the Virginia State Corporation
Commission that provides for the full recovery of OPEB cost accruals
to the extent that they are funded, and the recovery of transition costs
over a period of 40 years. Any timing difference between OPEB
expense and amounts recovered may he deferred as a regulatory asset.
However, as a result of the EITF guidelines, the Virginia distribution
subsidiary expensed $4.2 million in 1992. The Kentucky commission
has indicated that it will address the recovery of OPEB costs on a case-
by-case basis through rate filings.

Although proceedings in the applicable state jurisdictions are not
final, based on currently available information, management believes
rate recovery mechanisms will be adopted that permit continued regu-
latory asset treatment in accordance with recent EITF guidelines.

B. In February 1992, the Financial Accounting Standards Board issued
SFAS No. 109, “Accounting for Income Taxes.” The Corporation
adopted SFAS No. 109 in the fourth quarter, retroactive to January 1,
1992. This Statement supersedes SFAS No. 96, “Accounting for
Income Taxes,” which was adopted by the Corporation in 1991 and
improved earnings by $170 million. SFAS No. 109 changes the criteria
for recognition and measurement of deferred tax assets and reduces
complexity. The adoption of SFAS No. 109 had no impact on the Cor-
poration’s financial statements.

C. In November 1992, the Financial Accounting Standards Board issued
SFAS No. 112, “Employers' Accounting for Postemployment Benefits.”
This Statement requires employers to recognize any obligation which
exists to provide benefits to former or inactive employees after employ-
ment, but before retirement. Such benefits include, but are not limited
L0, salary continuations, supplemental unemployment, severance, dis-

ability (including workers' compensation), job training, counseling, and

continuation of benefits such as healthcare and life insurance coverage.

This Statement will be effective [or fiscal years beginning alter Decem-
ber 15, 1993, and the Corporation plans to adopt the Statement on
January 1, 1994. Based on the facts and circumstances known today,
the pre-tax impact to the Corporation and its subsidiaries would be
approximately $9 million. Depending on the recoverability of this
expense in the distribution subsidiaries’ rates, the net charge to earn-
ings upon adoption would be in the $3 million to 56 million range.

5. Income Taxes

The components of income taxes are as follows:

Year Ended December 31 (S in millions) 1992 1991 1990
Income Taxes
Currently payable
Federal 90.0 106.7 68.1
State 10.8 8.0 4.4
Tatal Currently Pavable 100.8 1147 125
Deferred
Federal (32.2) (510.2)  (15.3)
State 33 (13.7) 3.6
Total Deferred (28.9) (523.9) (119
Delerred Investment Credits (1.4) (1.8) 2.7
Income taxes included in income
before extraordinary item and
cumulative effect of accounting
changes 705 (411.0) 579
Deferred tax related to extraordinary
item and cumulative elfect of
accounting changes (20.4) (230.0) -
Total Income Taxes 50.1  (647.6) 57.9
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Total income taxes are different than the amount which would be computed by applying the
statutory Federal income tax rate to book income before income tax. The major reasons for
this difference are as follows:

Year Ended December 31 ($ in millions) 1992 1991 1990
Book income (loss) before incomes taxes, extraordinary
item and cumulative effect of accounting changes* 161.4 (1,205.8) 162.6
Tax expense (benefit) at statutory Federal income tax rate 54.9 34.0% (410.0) (34.0)% 55.3 34.0%
Increases (reductions) in taxes resulting from:
State income taxes, net of Federal income tax benefit 9.8 6.1 (4.7) (0.4) 5.2 33
Estimated nondeductible expenses 6.4 4.0 33 0.3 - -
Investment credits not deferred and amortization
of credits deferred in prior years (14) (0.9) (L8) (0.1) 2N (L.7)
Depreciation expense for accounting purposes
over amounts claimed for income tax purposes - - - - 4.1 25
Effect of change in tax rates on certain deferred
taxes previously provided - - - - (5.6) (3.4)
Other 0.8 0.5 22 0.1 1.6 0.9

Income Taxes Before Extraordinary Item and
Cumulative Effect of Accounting Changes 70.5 43.7% (411.0) (34.1)% 57.9 35.6%

*Includes losses from foreign operations of $41.5 million and $21.8 millian for 1991 and 1990, respectively.

At December 31 (§ in millions) 1992 1991 Deferred income taxes result from temporary differences between
the financial statement carrying amounts and the tax basis of existing
assets and liabilities. The source of these differences and tax effect of

Net current liabilities (assets)

Federal 20.5 227 . 3
et 0.8) (12) each is as follows:
At December 31 ($ in millions) 1992 1991
Total 19.7 215
- Property basis differences 606.6 629.8
Net noncurrent liabilities ) e e 853 185
Federal 5.V 138‘8 Gas purchase costs 51.5 295
State 61.6 58.6 Partnership deferrals 26.7 29.2
Total 190.3 217.4 Deferred revenue 23.0 18.1
Estimated supplier obligations (338.9) (336.3)
Total Deferred Income Taxes 210.0 238.9 Fetiniated viie refonids (100.4) (36.1)
Postretirement benefits (44.7) (44.0)
Environmental liabilities (38.4) (18.3)
Capitalized inventory overheads (26.7) (24.4)
Unbilled utility revenue (15.1) (12.6)
Alternative minimum tax - (12.2)
Other (18.9) (12.1)
Total Deferred Income Taxes 210.0 238.9
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6. Sale of Subsidiaries

A. The sale of Columbia Gas of New York, Inc. to New York State Electric

& Gas Corporation was completed on April 5, 1991, and provided an
increase 1o net income of $9.2 million. The total price was $57.5 mil-
lion including $39.2 million for the 328,000 outstanding shares of
common stock and $18.3 million for the outstanding debt.

B. The sale of Columbia Gas Development of Canada Ltd. (Columbia
Canada), a wholly-owned Canadian oil and gas exploration and pro-
duction subsidiary, to Anderson Exploration, Lid. was effective as of
December 31, 1991

The sales price for Columbia Canada was $94.8 million. Of this
amount, $27.7 million was placed in escrow as security for certain

post-closing obligations of the Corporation including indemnification
for potential losses arising [rom litigation involving Columbia Canada.

The Corporation expects to receive all or substantially all of the
escrow account when the litigation is concluded. Upon emergence
from bankruptey, the Corporation is obligated to deposit into the

escrow account an additional $25 million (Canadian). As of December
31,1992, $25.1 million, including accrued interest, remains in escrow

for potential losses arising [rom litigation.

7. Pension and Other Postretirement Benefits

The Corporation has a trusteed, noncontributory pension plan which
covers all regular employees, 21 years of age and older. The plan provides

defined benefits based on the highest three-year average annual compensa-

tion in the final five years of service and years of credited service. It is the
Corporation’s funding palicy to contribute to the plan based on a percent-
age of payroll, subject to the statutory minimum and maximum limits,

The following table provides 1992-1990 pension cost components {or
the plan, along with additional relevant data:

Pension Costs ($ in millions) 1992 1991 1990
Service cost 30.5 217 203
Interest cost 66.1 63.2 59.2
Actual return on assets (55.8) (171.7) 10.6
Net amortization (deferral) (13.2) 115.0 (74.6)
Net pension expense 27.6 28.2 15.5
Annual contribution 235 24.0 17.3
Assumed asset earnings rate 9.0% 9.0% 9.0%

os]

Pension plan assets consist principally of common stock equities and
fixed income securities. The following table reconciles plan assets and
liabilities to the funded status of the plan:

Plan Assets and Obligations at December 31 (8 in millions) 1992 1991
Plan assets at [air value 860.2 843.6
Actuarial present value of benefit obligations:

Vested benefits 668.2 649.5

Nonvested benefits 41.5 45.0
Accumulated benefit obligation 715.7 694.5
Effect of projected future salary increases 199.9 186.1
Total projected benefit obligation 915.6 880.6
Plan assets less than

projected benefit obligation (55.4) (35.0)

Unrecognized net gain (18.1) (40.6)
Unrecognized prior service cost 69.7 744
Unrecognized transition obligation 11.6 12.8
Prepaid pension cost 7.8 11.6
Discount rate assumption 7.5% 7.5%
Average compensation growth rate 6.0% 6.0%
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In addition to providing pension benefits, the Corporation’s subsidiaries
provide other postretirement benefits, including medical care and life
insurance, which cover substantially all active employees upon their
retirement. The following table provides the total postretirement benefit
cost components recognized during 1992 and 1991 along with additional
relevant data:

Other Postretirement Costs ($ in millions) 1992 1991
Service cost (benefits earned during period) 133 12.2
[nterest cost on projected benefit obligation 225 214
Actual return on assets 2.9) (2.5)
Other net (0.4) 0.7)
Other postretirement costs 325 30.4
Transition obligation - 2238
Assumed assel earnings rate 9.0% 9.0%

Plan Assets and Obligations at December 31 ($ in millions)*

Accumulated benefit obligation:

Retirees 179.7 164.5
Fully eligible active plan participants 68.2 66.9
Other participants 86.7 65.0
Total 334.6 296.4
Plan assets at fair value (54.0) (37.6)
Unrecognized actuarial loss (30.8) (153)
Accrued postretirement benefit cost 249.8 2435
Discount rate assumption 7.5% 7.5%
Average compensation growth rate 6.0% 6.0%

*Includes $127.2 million and $112.7 million [or distribution subsidiaries capitalized
as a regulatory asset in 1992 and 1991, respectively.

The healthcare cost trend rate assumption significantly affects the amounts
reported. For example, a 1% increase in this rate would increase the accu-
mulated postretirement benefit obligation by $18.3 million at December
31,1992, and increase the net periodic cost by $2.8 million for the year.
The postretirement benefit cost components for 1992 and 1991 were cal-
culated assuming healthcare cost trend rates starting at 17% and decreasing
10 6.5% after approximately 25 years.

The medical plans of the Corporation’s subsidiaries are currently funded
on a pay-as-you-go basis with the exception of Columbia Transmission
and Columbia Gulf which began advance funding of their retiree medical
liability in 1992. A FERC order allows collection of these costs in rates if
the appropriate funds are placed in irrevocable trusts. The required trusts
were established in December 1992. The funding of the postretirement
obligation via trust funds for the Corporation’s other subsidiaries is
under continuing review.

All of the Corporation’s subsidiaries participate in funding for postretire-
ment life insurance benefits utilizing a voluntary employee beneficiary
association trust. The Corporation’s funding policy is to make annual
contributions to this trust, subject to the statutory maximum tax-
deductible limit. Emplovee contributions are not required.

8. Long-Term Incentive Plan

The Corporation has a Long-Term Incentive Plan (Plan) which provides
for the granting of nonqualified stock options, stock appreciation rights
and contingent stock awards as determined by the Compensation Com-
mittee of the Board of Directors, That committee also has the right to
modify any outstanding award. A total of 1,500,000 shares of the Cor-
poration’s authorized common stock was initially reserved for issuance
under the Plan’s provisions. There were 332,185 shares remaining avail-
able for awards at December 31, 1992.

Stock appreciation rights, which are granted in connection with certain
nonqualified stock options, entitle the holders to receive stock, cash ora
combination thereof equal to the excess market value over the grant price.
Transactions [or the three vears ended December 31, 1992, are as follows:

Options
Without Stock With Stock Option
Appreciation  Appreciation Price
Rights Rights Range
Outstanding 12/31/89 621,025 08,850 $34.30-$49.74
1990
Granted 167,500 52,500 $46.68
Exercised (149,595) (5,840) $34.30-%42.99
Cancelled (22,199) - $34.30-549.74
Converted (19.580) 19,580  $34.30-544.49
Outstanding 12/31/90 597,155 165,000  $34.30-$46.68
1991
Granted - - -
Exercised (12,063) (1,440) $34.30-542.99
Cancelled (21,330) - $34.30-546.68
Converted - - -
Outstanding 12/31/91 563,760 163,650  $34.30-546.68
1092
Granted - - -
Exercised - - -
Cancelled (34.410) - 534.30-546.68
Converted - - -
Quistanding 12/31/92 529,350 163,650 $34.30-546.68

Exercisable 12/31/92 281,230 89,000 $34.30-544.49




In addition to the options, a contingent stock award of 4,110 shares was
granted to a key executive in 1991. Shares of common stock that have
been issued for vested awards are as follows: 1992 -none; 1991 -none;
and 1990 - 14,400 shares. At December 31, 1992, there were 4,110
awards outstanding.

9. Defined Contribution (Thrift) Plan

Eligible employees may participate in the Thrift Plan by contributing up
to 16 percent of their monthly basic earnings to any one or more of sev-
eral funds. The Corporation’s participating subsidiaries make matching
contributions of 50% to 100% of deposits made by each of its participat-
ing employees up to 6% of basic earnings based upon the months of
participation in the plan by each employee. All employer matching con-
tributions for participants under age 55 are invested by the Trustee in the
fund holding common stock of the Corporation. Participants age 55 and
older may invest their employer contributions in any one or more of the
several funds. Employees are eligible for participation in the Thrift Plan
after completing one year of service.

In 1990, the Corporation established a Leveraged Employee Stock Own-
ership Plan (LESOP). The LESOP was designed to pre-fund a portion of
the matching obligation under the terms of the Thrift Plan and to utilize
tax advantages afforded by the Internal Revenue Code.

In October 1991, the Board of Directors of the Corporation authorized

the termination of the LESOP subject to the approval of the Bankruptey
Court. It is anticipated that the termination will be part of the Corpora-
tion’s plan of reorganization. Upon termination, any shares of common
stock of the Corporation remaining in the LESOP Trust account would be
sold and the proceeds paid to the holders of debentures issued under the
LESOP. Termination of the plan could result in pre-tax charges of approxi-
mately $38.7 million based on current stock prices. Any unpaid balance
due would become subject to the subordinate guarantee of the Corporation
and become a claim to be resolved as part of the reorganization plan. As of
December 31, 1992, the LESOP suspense account held 1,416,155 shares.

The participating subsidiaries ceased making contributions to the LESOP
for debt service payments but continue to contribute to the Thrift Plan
those amounts necessary to fulfill the matching obligations to partici-
pants. Matching contributions to the Thrift Plan were $13.2 million,
$8.6 million and $10.0 million in 1992, 1991 and 1990, respectively.
Thrift Plan expenses were $13.2 million, $17.9 million, and $13.1 mil-
lion for 1992, 1991 and 1990, respectively. The difference between
matching contributions and expense for 1991 and 1990 was attributable
to the additional expenses required under the now suspended LESOP.
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10. Debt Obligations

The Corporation’s filing for protection under the Bankruptcy Code con-
stituted an event of default under substantially all of its debt agreements.
Because payment of debt which existed at the filing date is suspended by
the Bankruptcy Code, substantially all of the Corporation’s debt, includ-
ing short-term debt, has been classified as Liabilities Subject to Chapter
11 Proceedings. In addition, payment of interest on prepetition debt is
suspended, and no interest expense on such debt will be recorded during
the course of the bankruptcy proceedings.

Following the Chapter 11 filing, the Corporation received approval
from the Bankruptcy Court and the SEC, under the Public Utility Hold-
ing Company Act of 1933, for debtor-in-possession financing (the DIP
Facility). The DIP Facility is for up to $200 million and includes the
availability of letters of credit of up to $50 million. The DIP Facility was
reduced by the Corporation from $275 million to the current level on
July 10, 1992. The Corporation will likely request an extension of the
DIP Facility past the current September 1993 expiration date.

Columbia Transmission also maintains a DIP facility solely for the
issuance of letters of credit [or up to $25 million. Columbia Transmis-
sion has extended its DIP facility to December 31, 1994, to allow for
letters of credit with terms for the full calendar year ol 1994.

11. Disclosures about Fair Value of Financial Instruments

The Corporation, effective December 31, 1992, adopted SFAS No. 107,
“Disclosures about Fair Value of Financial Instruments.” The Statement
extends existing fair value disclosure practices by requiring all entities to
disclose the fair value of financial instruments, both assets and liabilities,
recognized and not recognized in the Consolidated Balance Sheets, for
which it is practicable to estimate fair value. For purposes of this disclo-
sure, the fair value of a financial instrument is the amount at which the
instrument could be exchanged in a current transaction between willing
parties, other than in a forced or liquidation sale. Fair value may be based
on quoted market prices for the same or similar financial instruments, or
on valuation techniques such as the present value of estimated future
cash flows using a discount rate commensurate with the risks involved.

The uncertainties related to the outcome of the Corporation’s Chapter 11
proceedings and the resulting effect upon the ultimate value of the Corpo-
ration’s financial assets and liabilities add significantly to the uncertain
nature of any estimate of fair value. The estimates o fair value required
under SFAS No. 107 require the application of broad assumptions and
estimates. Accordingly, any actual exchange of such financial instruments
could occur at values significantly different from the amounts disclosed.
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The following methods and assumptions were used to estimate the fair
value of each class of financial instruments for which it is practicable to
estimate that value:

As cash and temporary cash investments, current receivables, current
payables, and certain other short-term financial instruments are all short-
term in nature, their carrying amount approximates fair value. The esti-
mated fair values of the Corporation’s other financial instruments are
reflected in the table below.

Long-term investments

Long-term investments include escrowed proceeds from the sale of the
Canadian subsidiary (see Note 6B), which consist of hedged Canadian
Treasury bills ($25.1 million). The Canadian Treasury bills are hedged
with foreign currency contracts, so that the combined carrying amount

of the asset and related hedging instrument approximates fair value. Also
included are loans receivable ($15.6 million) whose estimated fair values
are based on the present value of estimated future cash flows using an esti-
mated rate for similar loans extended currently. It is not practicable to
estimate the fair value of long-term receivables ($154.2 million) for the
expected recovery by Columbia Transmission of certain gas purchase lia-
bilities for which the timing and amount of payments to be received will be
dependent on the outcome of the Chapter 11 proceedings. As discussed in
Note 2, the uncertainties related to these proceedings could significantly
influence the fair value of this financial instrument. The financial instru-
ments included in long-term investments are primarily reflected in Invest-
ments and Other Assets in the Consolidated Balance Sheets.

Liabilities subject to Chapter 11 proceedings

The estimated fair value of the Corporation’s debentures and medium-
term notes is based on quoted market prices [or those issues that are
traded on an exchange, and estimates provided by brokers for other
issues. However, quoted market prices and broker estimates inherently
include judgments concerning the outcome of the Corporation’s and
Columbia Transmission’s Chapter 11 proceedings.

Note 2 discusses the uncertainties related to these proceedings which
could significantly influence the fair value of these financial instruments.
[t was not practicable to estimate the fair value of the remaining long-
term debt, which includes the Subordinated Guarantee of Leveraged
Employee Stock Ownership Plan debt ($87.0 million) and miscellaneous
debt of Columbia Transmission ($1.4 million), because no reliable mea-
surement methodology exists. Prior to filing its petition for protection
under Chapter 11 of the Bankruptcy Code, the Corporation regularly
issued commercial paper, bank notes and other short-term debt instru-
ments. The carrying amount of such securities ($892.6 million) is
included in Liabilities Subject to Chapter 11 Proceedings. Payment of
these obligations and any related interest is subject to approval by the
Bankruptcy Court. Although investors from time to time may buy and sell
these debt obligations, the terms of any such transactions are private and
not disclosed to the Corporation. Because there can be no assurance as to
the ultimate timing and amount of principal and interest repayments of
these obligations, it is not practicable to determine their fair values.

The carrying amount of other Liabilities Subject to Chapter 11 Proceedings
($1,595.4 million) primarily represents accounts payable, accrued liabili-
ties and other liabilities. As discussed in Note 2, these liabilities are subject
to adjustment at the direction of the Bankruptcy Court. In addition, the
timing of the ultimate payment of these liabilities, as well as interest (if
any), is also subject to determination by the Bankruptcy Court. Accord-
ingly, it is not practicable to determine the fair value of these liabilities.

Carrying Fair
At December 31, 1992 (S in millions) Amount Value
Long-term investments for which it is:
Practicable to estimate fair value 40.8 41.0
Not practicable to estimate fair value 154.2 -
Liabilities subject to Chapter 11
proceedings for which it is:
Practicable to estimate [air value
Long-term debt 1,390.8 1,373.6
Not practicable to estimate fair value
Long-term debt 88.4 -
Bank loans and commercial paper §92.6 -
Other 1,595.4 -
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12. Other Commitments and Contingencies

A. Capital Expenditures. Capital expenditures for 1993 are estimated at
$391 million. Of this amount, $69 million is for vil and gas operations,
$173 million for transmission operations, $125 million [or distribution
operations and $24 million for ather energy operations.

B. Producer Contract Matters. Columbia Transmission has rejected 4,673
natural gas purchase contracts which collectively made the company’s
gas sales rate noncompetitive. Customer requirements will be met with
gas purchased under remaining contracts, from additional winter-only
contracts, from underground storage facilities, and by gas purchased on
the spot market. Rejection of additional contracts could result in liabili-
ties that could require future charges against carnings.

C. Partnership Projects. Columbia Gull is a general partner in the Trail-
blazer, Overthrust and Ozark partnerships, all of which are nonrecourse,
project-financed pipelines. Columbia Transmission is a shipper whose
service contracts with the pipelines were assigned to the banks (or in

the case of Ozark to the Indenture Trustee) as collateral for loans. The
impact of FERC Order No. 636 or rejection by Columbia Transmission of
these shipper contracts could have an adverse effect on Columbia Gulf's
investments and add to the claims against Columbia Transmission. At
December 31, 1992, these investments amounted to $25.8 million in
Trailblazer, $11.0 million in Ozark, and $3.7 million in Overthrust.

D. Security Holder Litigation. After the announcement on June 19, 1991,
regarding the Corporation’s probable charge to second quarter earnings
and the suspension of the dividend, 17 complaints including purported
class actions were filed against the Corporation and its directors and
certain officers of the debtor companies in the U.S. District Court of
Delaware. The actions, which generally allege violations of certain
antifraud provisions of the Securities Act of 1933 and the Securities
Exchange Act of 1934, have been consolidated. In addition, three deriv-
ative actions were filed in the Court of Chancery in and for New Castle
County (Delaware) alleging that directors breached their fiduciary
duties. These suits have been stayed by either the Bankruptey Court
filing or by stipulation of the parties. While the Corporation believes
that it has meritorious defenses to these actions, the outcome is
uncertain at this time,

E. Other Legal Proceedings. The Corporation and its subsidiaries have
been named as defendants in various other legal proceedings. In the
opinion of management, the ultimate disposition of the currently
asserted claims will not have a material adverse impact on the Cor-
poration’s consolidated financial position or results of operations.

F. Assets Under Lien. The loans under the debtor-in-possession financing
arrangement for the Corporation are given superpriority claim status pur-
suant to Section 364(c) (1) of the Bankruptey Code. Loans to the Corpo-
ration are secured by either a first or second priority perfected lien on, and
security interest in, all property of the Corporation including intercom-
pany loans, other than the voting securities of the Corporation’s distribu-
tion subsidiaries and Columbia LNG. Columbia Transmission’s letter of
credit facility is secured by either a first or second priority perfected lien
on, and security interest in, all property of Columbia Transmission.

Substantially all of Columbia Transmission’s properties have been
pledged to the Corporation as security for debt owed by Columbia Trans-
mission to the Corporation. Also, certain customers have made prepay-
ments [or gas service which are secured by a pledge of an interest in
Columbia Transmission’s gas inventory.

G. Cove Point LNG Terminal. Deliveries of liquefied natural gas (LNG)
to Columbia LNG’s Cove Point, Maryland terminal ceased in April 1980
due to a price dispute between the Algerian LNG supplier and the com-
pany [rom whom Columbia LNG was purchasing the gas.

In 1991, the Corporation entered into a conditional agreement for the sale
of its remaining interest in Columbia LNG to Shell LNG Company (Shell
LNG), a subsidiary of Shell Qil Company. On July 16, 1992, the Corpora-
tion was notified by Shell LNG that it would not proceed with the interim
purchase of 40.8 percent of the stock of Columbia LNG. Shell LNG's
notification terminates the agreements between the Corporation and Shell
NG for the purchase of the remaining Columbia LNG stock. Shell LNG
currently owns 9.2 percent of Columbia LNG's outstanding stock.

Columbia LNG has developed a new business plan to recover its invest-
ment in the Cove Point facility. This plan provides for a new peaking and
storage service by the end of 1994, as well as a terminalling service for LNG
received by tanker. An application with the FERC to charge customers
based upon individually-negotiated market rates was filed in February
1993, In accordance with the business plan and in anticipation of the FERC
filing, management concluded it is no longer appropriate for Columbia
LNG to continue application of SFAS No. 71 and regulatory assets have
been removed from Columbia LNG's balance sheet resulting in an extraor-
dinary charge of $60.1 million pre-tax ($39.7 million after-tax) recorded in
the third quarter of 1992. The Corporation’s investment in Columbia LNG
consists of equity securities which are carried at $10.1 million and debt
securities bearing an average interest rate of approximately 8 percent which
are carried at $41.8 million. The realization of the Corporation's remaining
investment in Columbia LNG of $51.9 million will be dependent upon
successful implementation of the business plan.
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It is estimated that the cost of reactivating the Cove Point Facility will be
between $40 million and $55 million depending on whether customers
subscribe to the offered terminalling service. Subject to SEC approvals,
Columbia LNG expects to finance these costs through project financing,
although an equity partner in the project may be considered at a later date.

H. Operating Leases. Payments made in connection with operating

leases are charged to operation and maintenance expense as incurred.
Such amounts were $57.9 million in 1992, $57.9 million in 1991 and
$54.2 million in 1990, Future minimum rental payments required under
operating leases that have initial or remaining noncancellable lease terms
in excess of one year are:

($ in millions)

1993 159
1994 17.8
1995 18.1
1996 17.5
1997 13.8
After 58.2

1. Environmental Matters. The Corporation’s subsidiaries are subject to
extensive federal, state and local laws and regulations relating to environ-
mental matters. These laws and regulations, which are constantly chang-
ing, require expenditures for corrective action at various operating
facilities, waste disposal sites and former gas manufacturing sites lor
conditions resulting from past practices that subsequently were deter-
mined to be environmentally unsound.

Certain subsidiaries have received notice [rom the United States Envi-
ronmental Protection Agency (EPA) that they are among several parties
responsible under federal law for placing wastes at Superfund sites and
may be required to share in the cost of remediation for these sites. How-
ever, considering known facts, existing laws and possible insurance and
rate recoveries, management does not believe the identified Superfund
matters will have a material adverse elfect on [uture annual income or
on the Corporation’s financial position.

The management of the transmission subsidiaries is continuing its own
ongoing comprehensive review of compliance with existing environmen-
tal standards, including review of past operational activities, through site
reviews, identification of potential site problems and formulation of
remediation programs where necessary. While the Corporation’s trans-
mission subsidiaries have made progress in these ongoing sell-assess-
ment programs, because of the thousands of miles of pipeline which they

operale, the exceptionally large number of sites at which they conduct or
have conducted operations, and the long period over which operations
have been conducted, completion of site screenings, characterizations
and, if required, site-specific remediations will take a considerable period
of time. In addition, the Chapter 11 proceeding of Columbia Transmis-
sion adds complexity to addressing environmental issues as some gov-
ernmental agencies may seek to have their claims resolved in the
Bankruptey Court,

In 1992, Columbia Transmission received a subpoena and information
request (Request) from the EPA regarding three major environmental
statutes; The Toxic Substances Control Act (TSCA), the Resource Conser-
vation and Recovery Act (RCRA) and the Comprehensive Environmental
Response Compensation and Liability Act (CERCLA). The Request relates
to Columbia Transmission’s past and current environmental practices.
Since receipt of the Request, Columbia Transmission has provided the EPA
with various materials pursuant to the Request. Columbia Transmission is
meeting with the EPA to attempt to resolve the subpoena issues and con-
tinues to work cooperatively with environmental officials in the various
states in which it operates.

As a consequence of its self-assessment program, Columbia Transmission
in recent years recorded projected compliance costs relating to the reme-
diation of low levels of contamination by PCB-based lubricating oils in
certain air compressors and other pollutants, including mercury. Further
progress by Columbia Transmission in its self-assessment activities
resulted in additional pre-tax charges of $63.3 million during 1992.
These additional charges relate primarily to: 1) site characterization for
pipeline and compressor station operations; 2) other investigatory costs
to assess levels of contamination from non-PCB petroleum hydrocarbon
occurrence, and other regulated compounds; and 3) changes in estab-
lished reserves for mercury contamination at certain sites and for low-
level PCB contaminations in the compressed air systems. These and
other minor adjustments bring Columbia Transmission’s recorded net
liability to approximately $100 million at December 31, 1992.

As characterization and site-specific activities by Columbia Transmission
determine the possible existence, nature and extent of contamination, if
any, at several thousand sites and operating facilities and remediation plans
are developed, additional charges to earnings will occur. To the extent
such plans require approval of federal and/or state authorities, they may be
subject to revision. Until assessment progresses further, management lacks
sufficient data to predict the magnitude of all required costs, Based on the
limited data now available and on various assumptions as to characteriza-
tion, management believes that annual future expenditures for Columbia
Transmission’s site investigations, characterization and remediation activi-
ties could be at the rate of approximately $20 million per year over the next
10 to 12 years, including costs already accrued. Earnings will continue to
be charged appropriately in advance of required expenditures.
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The distribution subsidiaries are continuing investigations of certain sites
that were once used as manufactured gas plants, which in some instances
date back to the mid-1800s. These plants heated certain combustibles in
a low-oxygen atmosphere to manufacture low-cost gas for areas where
natural gas was not generally available. The process created residues such
as coal tar which were typically stored on site prior to being sold for com-
mercial use. However, when the plants were closed and abandoned, this
material was simply buried on the plant sites. As time passed, other uses
were made of the plant sites and in some cases their identity as a manu-
factured gas plant was lost. Some of the predecessor companies of the
distribution subsidiaries were, or may have been, involved with the own-
ership and/or the operation of manufactured gas plants. At the present
time, management is aware of some plant sites and is investigating cer-
tain locations. Management anticipates such investigatory and/or reme-
diation costs will be recovered through rates. Since the Corporation’s
distribution and other subsidiaries are in the early stages of their respective
self-assessment programs, it is likely that additional compliance costs will
be identified and become subject to reasonable quantification.

The eventual total cost of full future environmental compliance for

the Columbia Gas System is impossible to estimate due to, among other
things; (1) the possibility of as yet unknown contamination, (2) the
possible effect of future legislation and new environmental agency rules,
(3) the possibility of future litigation, (4) the possibility of future desig-
nations as a potential responsible party by the EPA and the difficulty of
determining liability, if any, in proportion to other responsible parties,
(5) possible insurance and rate recoveries, and (6) the effect of possible
technological changes relating to future remediation. However, reserves
have been established based on information currently available which
resulted in a total recorded net liability of $110.9 million for the
Columbia Gas System at December 31, 1992. As new issues are
identified, appropriate additional liabilities will be recorded.

[t is management's continued intent to address environmental issues
with the cooperation of regulatory authorities in such a manner as to
achieve mutually acceptable compliance plans. However, there can be
no assurance that fines and penalties will not be incurred.
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Management expects most environmental assessment and remediation
costs to be recoverable through rates. Although significant charges to earn-
ings could be required prior to rate recovery, management does not believe
that environmental expenditures will have a material adverse effect on the
Corporation’s financial position, based on known facts, existing laws and
regulations and the period over which expenditures are required.

13. Interest Income and Other, Net

Year Ended December 31 ($ in millions) 1992 1991 1990
Interest income 13.2 17.0 27.8
Condemnation award, including interest - - 47.9
Gains on sale of interests in subsidiaries - 214 -
Impairment of other investments (3.6) (145)  (12.6)
Income from equity investments 9.3 5.5 0.9
Miscellaneous 1.6 3.0 6.3
Total 20.5 324 703

14. Interest Expense and Related Charges

Year Ended December 31 ($ in millions) 1992 1991 1990
[nterest on debt 03 108.3 170.6
Interest on DIP financing 45 41 -
Interest on rate refunds 3:5 8.4 10.1
Other interest charges 54 19.2 0.4
Allowance [or borrowed funds used

and interest during construction - (2.6) (113)
Total 13.7 1374 169.8
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15. Changes in Components of Working Capital

(excludes cash and temporary cash investments, short-term debt ($ in millions) 1992 1991 1990
and current maturities of long-term debt) Operating Income (Loss)
Year Ended December 31 (S in millions) 1992 1991 1990 Oil and gas (101.2) (4.5) 433
Accounts receivable, net 1148  (608) 3663 Toansmiesis 1299 (11922) 1282
Gas inventory 41.7 63.1 (164.4) 2‘5‘“"““‘”‘ Bid 1145 96.7
Accounts and drafts payable 433 (1209) (28 Ether i 6.5 4.9 5.3
Accrued taxes 8.3 70.9 13.3 Carporite (10.3) 95) (11.6)
Estimated rate refunds 114.4 9.5 45.0 Consolidated 162.9  (1,086.4) 262.1
Estimated supplier obligations (3.8) 67.6  (73.6) — )
Deferred income taxes (1.8) (265) (51) Deprgctatlon & Depletion - )
Miscellaneous (35.5) 757 (443) Oil and §as 21_' 130.1 98.5
Transmission 95.6 90.4 86.9
Change in working capital 281.4 78.6 1344 Distribution 57.6 605 50 8
Reclassifications (189.9) 96,6 (156.8) Other energy 4.9 4.0 36
Net change in working capital 91.5 1752 (224) Consolidated 368.1 285.0 2488
. . Identifiable Assets
16. Business Segment Information Oil and gas 1349 8718 10102
The following tables provide information concerning the Corporation’s Trasemmieston 30227 35449 32880
major business segments. Revenues include intersegment sales to affil- Prisriibiini 19673 18682 17498
iated subsidiaries, which are eliminated when consolidated. Affiliated Other energy '1 241 119.2 1403
sales are recognized on the basis of prevailing market or regulated prices. AdiustmenG and eliminations  (388.6)  (344.5) (55.4)
Operating income is derived from revenues and expenses directly associ- Cdrporate andiursillnaied 170.5 1726 B35
ated with each segment. Identifiable assets include only those attribut- -
able to the operations of each segment. Consolidated 65309 63322 6193
($ in millions) 1992 1091 1990 Capital Expenditures
Revenities Oil and gs 70.8 1208 2290
Oil and gas Unaffiliasted 1849 2012 1954 Transmission 142 1529 219.5
~Intersegment 13.8 13.6 196 Distribution 99.7 98.0 107.0
Other energy 15.0 10.2 14.1
Total 198.7 114.8 215.0
Consolidated 299.7 3819 629.6
Transmission ~Unaffiliated ~ 954.6 7273 626.6
-Intersegment  532.9 402.2 316.0
Total 1,487.5 1,129.5 942.6
Distribution ~Unaffiliated 1,647.6 1,533.5 14252
—Intersegment s - -
Total 16476 15335 14252
Other energy ~Unaffiliated 1349 114.8 110.7
-Intersegment  68.9 81.7 76.3
Total 203.8 196.5 187.0
Adjustments ~Unaffiliated - - -
and eliminations _[nersegment  (615.6)  (497.5)  (411.9)
Total (615.6)  (497.3) (411.9)
Consolidated 29220 25768 23579




17. Quarterly Financial Data (Unaudited)

Comparing the results of operations between quarters during a year may be weather patterns which affect earnings and related components of operating
misleading in obtaining an understanding of the trend of the System’s busi- revenues and expenses. The total of quarterly amounts for 1991 may not
ness operations due to bankruptcy matters, nonrecurring items and seasonal equal annual earnings per share due to increasing shares outstanding,
First Second Third Fourth
($ in millions except per share data) Quarter Quarter Quarter Quarter
1992
Operating Revenues 1,032.2 522.1 432.2 935.5
Operating Income (Loss) 21.1 54.5 (63.0) 150.3
Income (Loss) before Extraordinary ltem 10.8(a) 30.7(b) (38.4)(c) 87.8(d)
Extraordinary Item - - (39.7) -
Nel Income {Loss) 10.8 30.7 (78.1) 87.8
Per Share Amounts
Earnings (Loss) before Extraordinary ltem 0.21 0.61 (0.76) 1.73
Extraordinary [tem - - (0.78) -
Earnings (Loss) on Common Stock 021 0.61 (1.54) 1.73
1991
Operating Revenues 982.4 426.0 378.1 7903
Operating Income (Loss) 117.0 (1,178.8) (151.8) 1272
Income (Loss) before Cumulative Effect of Accounting Changes ~ 47.8(¢) (802.0)(H (122.1)(g) 81.5(h)
Cumulative Effect of Accounting Changes 100.4 - - -
Net Income (Loss) 148.2 (802.0) (122.1) 81.5
Per Share Amounts
Earnings (Loss) before Accounting Changes 0.95 (15.88) (2.41) 1.61
Changes in Accounting 1.99 - - -
Earnings (Loss) on Common Stock 2,94 (15.88) (2.41) 1.61

(a) Includes a decrease in earnings of $83.4 million to record a writedown in the carrying value of U.S. oil and gas properties, offset by an increase in earnings of $36.8 million relating to not
recording interest expense on prepetition debt.

(h) Includes an increase in earnings of $36.0 million relating to not recording interest expense on prepetition debt.

() Includes a decrease in earnings of $39.2 million to record a liability for future environmental remediation costs and a decrease in earnings of $24.2 million to record a provision for gas
supply charges, offset by an increase in earnings of $36.6 million relating to not recording interest expense on prepetition debt.

(d) Includes an increase in earnings of $39.1 million relating to not recording interest expense on prepetition debt and an improvement of $13.1 million for gas inventory charges
collected [rom customers.

() Includes a decrease in earnings of $13.8 million to record a writedown in the carrying value of Canadian oil and gas properties.

(D) Includes a decrease in earnings of $772.0 million to recard a provision for gas supply charges, a decrease in earnings of $9.6 million to record a writedown related to certain cogeneration pro-
jects and a decrease in earnings of $4.8 million to record a writedown in the carrying value of Canadian oil and gas properties, offset by an increase in earnings of $9.2 million to record a gain
on the sale of Columbia Gas of New York, Inc.

(g) Includes a decrease in earnings of $98.7 million to record a pravision lor gas supply charges. a decrease in income of $14.3 million to record a liability for future environmental remediation
costs and a decrease in earnings of $5.4 million to record a writedown in the carrying value of Canadian oil and gas properties, offset by an increase in earnings of $22.3 million relating to
not recording interest expense on prepetition debt.

(h) Includes an increase in earnings of $34.2 million relating to not recording interest expense on prepetition debt.
Y £ (=]
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18. Oil and Gas Producing Activities (Unaudited)

Introduction. Reserve information contained in the following tables for
the U.S. properties is management's estimate, which was reviewed by the
independent consulting firm of Ryder Scott Company Petroleum Engi-
neers. Reserve information for the Canadian properties was supplied hy
McDaniel & Associates Consultants Ltd. U.S. reserves are reported as net
working interest, while Canadian reserves are gross working interest
reserves, since royalties related to Canadian leases generally provide for

payment on a basis other than a percent of production. Gross revenues
are reported after deduction of royalty interest payments.

The Corporation sold its Canadian subsidiary to Anderson Exploration
Lid. of Calgary effective December 31, 1991. Accordingly, the reserve
and other information for the Canadian properties is not included in
certain tables for 1991 and 1992.

Capitalized Costs United States Canada Total
($ in millions) 1992 1991 1990 1992 1991(b) 1990 1992 1991(h) 1990
Capitalized Costs at Year End
Proved properties L1115 1,086.9 1,041.4 - - 232.6 1,111.5 1,086.9  1274.0
Unproved properties(a) 78.9 80.7 89.3 - - 276 78.9 80.7 116.9
Total capitalized costs 1,190.4 1,167.6 1,130.7 - - 260.2 1,190.4 1,167.6 13909
Accumulated depletion  (602.1) (441.3) (422.0) - - (118.8) (602.1) (441.3)  (540.8)
Net capitalized costs 588.3 7263 708.7 - - 141.4 588.3 7263 830.1
Costs Capitalized During Year
Acquisition
Proved properties 0.2 - 204 - - 0.3 0.2 - 207
Unproved properties 4.6 6.4 132 - - 33 4.6 6.4 16.5
Exploration 25.8 328 533 - - 13.6 258 32.8 66.9
Development 39.7 62.9 100.4 - - 14.6 39.7 62.9 115.0
Costs capitalized 703 102.1 196.3 - - 31.8 70.3 102.1 228.1
(a) Represents expenditures associated with properties on which evaluations have not been completed.
(b) Due o the sale of the Canadian subsidiary, no information is provided for costs capitalized by that subsidiary throughout 1991.
Historical Results of Operations United States Canada Total
(S in millions) 1992 1991 1990 1992 1991 1990 1992 1991 1990
Gross revenues
Unaffiliated 183.9 181.8 179.4 - 15.7 15.6 183.9 197.5 195.0
Affiliated 13.2 14.1 189 - - - 13.2 14.1 18.9
Production costs 50.5 41.6 36.0 - 3.6 43 50.5 47.2 403
Depletion 209.4(b) 82.1 68.1 - 47.1(a) 30.0(a) 209.4(b) 129.2 98.1
Income Lax expense (25.0) 22.8 31.2 - (12.6) (6.4) (25.0) 10.2 248
Results of operations (37.8) 49.4 63.0 = (24.4) (12.3) (37.8) 25.0 50.7

Results of operations for producing activities exclude administrative and general costs, corporate overhead and interest expense

[ncome tax expense is expressed at statutory rates less Section 29 credits.
(a) Includes writedown of the carrying value of $36.4 million for 1991 and $22.6 million for 1990

(b) Includes writedown of the carrying value ol $126.4 million lor 1992
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Other Oil and Gas Production Data United States Canada
1992 1991 1990 1992 1991 1960
Average sales price per Mcf of gas ($) 2.02 1.88 2.03 - 1.02 1.21
Average sales price per barrel of oil and other liquids (S) 18.20 2218 2413 - 15.83 18.69
Production (lifting) cost per dollar of gross revenue ($) 0.26 0.21 0.18 - 0.36 0.28
Depletion rate per dollar of gross revenue (S) 0.42 0.42 0.34 - - -
Depletion rate per equivalent Mcf ($) - - - - 1.10 1.09
Reserve Quantity Information United States Canada(a)
Qil and Other Oil and Other
Gas Liquids Gas Liquids
Proved Reserves (Bch (000 Bbls) (Beh) (000 Bbls)
Reserves as of December 31, 19809 791.0 11.968 1117 4,763
Revisions of previous estimate 23 1,936 (2.1) (206)
Extensions, discoveries and other additions 39.9 1,797 16.8 749
Production (72.3) (2,057) (3.0) (631)
Purchase/(sale) of minerals-in-place 11.6 1,097 (10.2) (425)
Reserves as of December 31, 1990 8125 14,741 113.2 4,250
Revisions of previous estimate 14.2 (854) - =
Extensions, discoveries and other additions 62.7 4514 - -
Production (70.1) (2.833) (6.2) (578)
Purchase/(sale) of minerals-in-place (11.2) - (107.0) (3,672)
Reserves as of December 31, 1991 808.1 15,568 - -
Revisions of previous estimate (9.1) (946) - -~
Extensions, discoveries and other additions 513 3,089 - -
Production (69.2) (3,061) - ~
Purchase/(sale) of minerals-in-place (1.6) - - -
Reserves as of December 31, 1992 779.5 14,650 - -
Proved developed reserves as of December 31
1990 730.1 11,210 113.2 4,250
1991 697.7 13,338 - -
1992 664.4 13,143 - -

(a) Gross working-interest reserves.
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Standardized Measure of Discounted Future Net Cash Flows

United States Canada Total

(§ in millions) 1992 1991 1990 1992 1991 1990 1992 1991 1990
Future cash inflows 2,568.9 21323 2.420.2 - - 226.4 2,568.9 21523 2,646.6
Future production costs (562.3) (511.9) (508.8) - - (61.1) (562.3) (511.9)  (569.9)
Future development costs (162.9) (157.8) (165.4) - - (12.2) (162.9) (157.8)  (177.6)
Future income tax expense  (546.4) (411.6) (514.3) - - (29.3) (546.4) (411.6)  (543.0)
Future net cash flows 1,297.3 1,071.0 1.231.7 - - 123.8 1,2973 1,071.0 1.355.5
Less 10% discount 636.2 504.0 562.0 - - 46.5 636.2 504.0 608.3
Standardized measure

of discounted future

net cash flows 661.1 567.0 669.7 - - 713 661.1 567.0 747.0
Future cash inflows are computed by applying year-end prices to esti- oil and gas producing properties or the true present value of estimated
mated [uture production of proved oil and gas reserves. Future expendi- future cash flows since many arbitrary assumptions are used. The data
tures (based on year-end costs) represent those costs to be incurred in does provide a means of comparison among companies through the use
developing and producing the reserves. Discounted future net cash flows of standardized measurement techniques.

are derived by applying a 10% discount rate, as required by the Financial
Accounting Standards Board, to the future net cash flows. This data is
not intended to reflect the actual economic value of the Corporation’s

A reconciliation of the components resulting in changes in the standard-
ized measure of discounted cash flows attributable to proved oil and gas
reserves for the three years ending December 31,1992, follows:

United States Canada Total

(S in millions) 1992 1991 1990 1992 1991~ 1990 1992 1991+ 1990
Beginning of year 567.0 669.7 593.0 - - 70.5 567.0 669.7 663.5
Oil and gas sales,

net of production costs (146.6) (154.3) (162.3) - - (11.3) (146.6) (154.3) (173.6)
Net changes in prices

and production costs 2104 (140.0) (11.6) - - 6.1 210.4 (140.0) (5.5)
Change in future

development costs (5.1) 7.6 (25.5) - - 1.1 (5.1) 7.6 (24.4)

Extensions, discoveries

and other additions,

net of related costs 81.0 84.4 109.8 - - 114 81.0 844 1212
Revisions of previous

estimates, net of

related costs (18.0) 8.9 35.7 - - (2.3) (18.0) 8.9 334
Purchases (sales) of reserves 2.4) (15.8) 303 - - - 2.4) (15.8) 30.3
Accretion of discount 76.9 03.5 84.4 - - 8.6 76.9 03.5 93.0
Net change in income taxes  (61.3) 64.4 (14.5) = = (2.4) (61.3) 64.4 (16.9)
Timing of production

and other changes (40.8) (51.4) 304 - - (4.4) (40.8) (51.4) 26.0
End of year 661.1 567.0 669.7 - - 3 661.1 567.0 747.0

*Due 1o the sale of Canadian properties on December 31, 1991, no reconciliation of future net cash flows related to Canadian properties is supplied.

The estimated discounted future net cash flows increased during 1992 properties can be influenced by alfiliated and unaffiliated pipeline trans-
primarily due to net changes in prices and production costs and new portation rate design (which is presently being evaluated as part of the
additions. The standardized measure of the Corporation’s oil and gas FERC Order No. 636).
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THE COLUMBIA GAS SYSTEM,

Directors

Thomas S. Blair

A director since 1962, Thomas Blair is chair-
man of Blair Strip Steel Company, a manufac-
wurer of cold-rolled strip steel in New Castle,
Pennsylvania. He also serves as a director of
Tuscarora Incorporated.

Committee Memberships: Compensation,
Executive and Finance

John H. Croom

John Croom has been chairman, president

and chiel executive olficer of the Columbia Gas
System since 1984. He was elected to the board
in 1981. Mr. Croom is a director of the National
Petroleum Council and a director and former
board chairman of the Gas Research Institute
and served as a director and first vice chairman
of the American Gas Association.

Committee Chairman: Executive

John D, Daly

John Daly was elected executive vice president
of the Columbia Gas System and a director in
September 1990. He is a former chairman of the
Interstate Natural Gas Association of America.

Dr. Sherwood L. Fawcett

A director since 1984, Dr. Fawcett is chair-
man ol the board of Transmet Corporation of
Columbus, Ohio, a producer of rapidly solidi-
fied metals. He is a director of Sedum Corpora-
tion and Research Dynamics Inc.; and retired
chairman of the board of trustees and chief
executive officer of Battelle Memorial Institute.

Committee Memberships: Audit and
Compensation

Robert H. Hillenmeyer

Robert Hillenmeyer was elected to the hoard in
1970. He is the former chairman and chiel exec-
utive officer of Hillenmeyer Nurseries, Inc. He
also serves as a director of GTE South.
Committee Memberships: Audit, Executive

and Finance
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Malcolm T. Hopkins

A director since 1982, Malcolm Hopkins was
vice chairman, chief financial officer and a
director of the former St. Regis Corporation.
Since 1984 he has been a private investor.

Mr. Hopkins currently serves as a director of
Metropolitan Series Fund, Inc. and MetLife
Portlolios, Inc.; MAPCO Inc.; Wangner Systems
Corporation; KinderCare 1.earning Centers
Inc.; and as a trustee of The Biltmore Funds.

Committee Memberships: Compensation
and Executive
Committee Chairman: Finance

W. Frederick Laird

Frederick Laird retired as chairman of the
board and chiel executive officer of the
Columbia Gas System in 1984. He has been
a director since 1974. He also serves as a
director of Wilmington Trust Company.

Committee Membership: Executive

Dr. William E. Lavery

Dr. Lavery was elected to Columbia’s board

in 1985. He is president emeritus and professor
of international affairs at Virginia Polytechnic
Institute and State University in Blacksburg,
Virginia. He also serves as a director of
Dominion Bankshares Corporation and
Shenandoah Life Insurance Company.

Committee Memberships: Audit and Finance

George P. MacNichol, 111

George MacNichol was elected to the board
in 1971. A retired officer and director of the
Libbey-Owens-Ford Company, he has been
a private investor since 1979,

Committee Memberships: Compensation
and Finance

Robert A. Oswald

Robert Oswald has been executive vice presi-
dent and chief inancial officer of the Columbia
Gas System since 1989. He was elected to the
board in 1987.

Ernesta G. Procope

A director since 1979, Ernesta Procope is
president and chief executive officer of E. G.
Bowman Co., Inc., a commercial insurance
brokerage firm in New York City. She also
serves as a director of Avon Products, Inc.
and Chubb Corporation.

Committee Memberships: Audit and
Compensation

Dr. Ronald W. Skeddle

Dr. Skeddle was elected to the board in

1989. He has been president and chief execu-
tive officer of Libbey-Owens-Ford Company,
glass manufacturers, in Toledo, Ohio, since
1986. Dr. Skeddle also serves as a director of
Cooper Tire and Rubber Company and Fed-
eral Mogul Corporation

Committee Memberships: Audit and Finance

James R. Thomas II

Elected to the board in 1990, James Thomas
has been a private investor since 1983. He
was president and chief executive officer of
Carbon Industries, Inc. from 1974 to 1982,
Mr. Thomas is also on the board of directors
of One Valley Bank, N.A.; Camcare, Inc.; and
Shoney’s, Inc.

Committee Membership: Finance
Committee Chairman: Audit

William R. Wilson

William Wilson, a director since 1987, retired
as chairman and chiel executive officer of
Lukens Inc., manufacturer of steel and indus-
trial products, in December 1991, He also
serves as director of Acme Metals Incorporated
and Provident Mutual Life Insurance Company.

Committee Membership: Audit
Committee Chairman: Compensation
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Officers

John H. Croom
Chairman, President and Chief Executive Officer

John D. Daly
Executive Vice President

Robert A. Oswald
Executive Vice President
and Chief Financial Officer

Daniel L. Bell, Jr.
Senior Vice President, Chief Legal Officer
and Secretary
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Executive Vice President
and Chief Financial Officer

Operating Company Executives
OIL AND GAS COMPANIES

Columbia Gas Development Corporation
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John R. Henning
President and Chief Executive Officer

TRANSMISSION COMPANIES

Columbia Gas Transmission Corporation
Columbia Gulf Transmission Company
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Chairman and Chief Executive Officer

R. Larry Robinson

President

Mark P. O'Flynn

Senior Vice President and Chief Financial Officer

Columbia LNG Corporation
L. Michael Bridges
President

DISTRIBUTION COMPANIES

Columbia Gas of Kentucky, Inc.
Columbia Gas of Maryland, Inc.
Columbia Gas of Ohio, Inc.
Columbia Gas of Pennsylvania, Inc.
Commonwealth Gas Services, Inc.
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JamesR. Lee
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Robert C. Skaggs, Jr.

Executive Vice President
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Columbia Gas of Kentucky and Ohio
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Commonwealth Gas Services, Inc.
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Columbia Gas of Maryland and Pennsylvania
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Columbia Atlantic Trading Corporation
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Columbia Coal Gasification Corporation
John R. Henning
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Columbia Propane Corporation
Commonwealth Propane, Inc.
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SHAREHOLDER INFORMATION

Common Stock

The common stock of The Columbia
Gas System, Inc., is traded on the New
York Stock Exchange under the ticker
symbol CG and abbreviated as either
ColumGas or ColGs in trading reports.
The number of shareholders of record
on December 31, 1992, was approxi-
mately 72,000. Columbia's fiscal year
is from January 1 to December 31.

10-K Report Requests

Copies of Columbia’s Form 10-K and
Form 10-Q reports to the Securities and
Exchange Commission and a supplemen-
tary report containing more detailed oper-
ational, financial and statistical data are
available at no charge by writing to

Columbia’s Investor Relations Department.

Transfer Agents and Registrars
Harris Trust Company of New York
Corporate Trust Department

77 Water Street, 4th Floor

New York, NY 10005

(212) 701-7600

Debenture Trustee

Marine Midland Bank, N.A.
140 Broadway, 12th Floor
New York, NY 10015

(212) 658-6524

Debenture Paying Agent and Registrar
Morgan Guaranty Trust Company
of New York
Security Holder Relations
15 Broad Street
New York, NY 10260-0023
(212) 235-0900

-~
~

Common Stock Data
The Columbia Gas System, Inc.

Number of Market Price

Year Shares Traded (000) High $ Low $
1992 35,488 237 14
1991 82,756 47 12%
1990 31,777 54% 41%
1989 39,132 52% 33%
1988 47,906 44% 267%
1987 31,491 56': 35%
1986 26,311 46 34%
1985 20,135 40 206%
1984 14,624 37% 27

1983 14,191 354 27%

Annual Meeting

Columbia’s 1993 Annual Stockholders’
Meeting will be held at 1 p.m. (EDT) on
Thursday, April 29, in the duBarry Room
of the Hotel du Pont, 11th and Market
Streets, Wilmington, Del. Proxy material
will be mailed on or about March 8, 1993.
Columbia will include a report of signifi-
cant business conducted at the meeting
in its first 1993 quarterly report to
sharcholders.

Dividend Reinvestment Plan

Even though Columbia suspended its
dividend in 1991, the Corporation contin-
ues to offer shareholders of record a conve-
nient method to acquire additional shares
of common stock through optional cash
payments to its Dividend Reinvestment
Plan. I you elect to discontinue partici-
pation, you may receive either a stock
certificate or cash for shares credited to
your account. There is a small brokerage
commission on shares purchased or sold
through the Plan. A complete Plan descrip-
tion is available by writing Columbia’s
Shareholder Services Department.

Communicating with Columbia
Mailing Addresses:
The Columbia Gas System, Inc.
20 Montchanin Road
Wilmington, DE 19807-0020

or
The Columbia Gas System, Inc.
Shareholder Services Department
P.O. Box 2318
Columbus, OH 43216-2318
Telephone Inquiries:
(8:00 2.m.—4:45 p.m. Eastern time)
Main Telephone: (302) 429-5000
Corporate Communications:
(302) 429-5262
Corporate Secretary: (302) 429-5349
Investor Relations: (302) 429-5331
Shareholder Services:
(800) 245-4588 or (614) 481-1000
Facsimile: (302) 429-5730

Shareholder Information
Service (Recorded):
(800) 321-1449



GLOSSARY

Bbls Barrels. One barrel is the equivalent
o[ 42 standard U.S. gallons.

Bcf Billion cubic feet. A common unit
of measurement of natural gas.

Bypass When end users access natural
gas supplies without using local distribu-
tion company facilities.

Chapter 11 A provision of federal bank-
ruptcy law that protects a company from
its creditors and allows the business to
continue Lo operate while a plan of reorga-
nization is completed. Debtor and credi-
tors are allowed considerable flexibility in
working out a reorganization plan,

Cogeneration A process that produces
electrical and thermal energy simultane-
ously from a single fuel source, often
natural gas.

Degree Day A measure of how cold the
weather is. A degree day is calculated by
subtracting the mean daily outdoor tem-
perature from 65°F. Degree days would
total 25 at a mean temperature of 40°F.
The colder the weather, the greater the
number of degree days.

Dekatherm A measure of heating value
equal to one million British thermal units.
One dekatherm is roughly equivalent to
one thousand cubic feet of natural gas
(one Mcf) in heating value.

Development Well A well drilled into
a known producing formation in a pre-
viously discovered field.

Distribution Company A natural gas
utility that sells gas directly to consumers
under the jurisdiction of a state regula-
tory agency.

Electronic Measurement A computer-
based technology that calculates natural
gas volumes instantaneously based on the
pressure and temperature of gas flowing
through a measurement station.

Exploratory Well A well drilled toa
previously untested geologic structure
to determine the presence of oil or gas.

Federal Energy Regulatory Commission
(FERC) The federal agency that, among
other functions, regulates all interstate
natural gas pipelines and some intrastate

' gas operations.

Firm Service Service offered to cus-
tomers that anticipates no interruptions
other than from unexpected or uncon-
trollable events.

Futures Contracts Contracts that obli-
gate the seller to deliver and the buyer to
purchase a commodity at a fixed price at
a specified date.

Gross Acres/Wells Total acreage or the
total number of wells in which a company
holds participating interests.

Hedging The process of reducing finan-
cial exposure to adverse natural gas, oil or
propane price movements.

Horizontal Drilling Drilling that deviates
from the vertical and exposes a greater por-
tion of the underground producing rock for-
mation to the well bore than would occur
with a vertical well. Horizontal drilling gen-
erally improves the well's productivity.

Integrated Resource Planning Pro-
grams designed to integrate demand
options with supply alternatives to create
a mix that satisfies customers’ long- and
short-term needs at the lowest cost.

Interruptible Service A service offered
Lo customers that anticipates and permits
interruptions on short notice.

Liquefied Natural Gas (LNG) Natural
gas that is converted to a liquid state by
reducing its temperature to minus 260°F
at atmospheric pressure.

Market-sensitive Contract A contract
whose pricing and sales terms can be
adjusted to reflect changes in supply and
demand conditions in the marketplace.

MBbls Thousand barrels.

Mcl Thousand cubic feet. The most
common measurement of gas volume.

Merchant Function (See Sales Service.)
MMcf Million cubic feet.

Net Acres/Net Wells A company’s share
of the total acreage or number of wells in
which it has participating interests.

Normal Weather The average of 30
years of historic weather data compiled
by the National Weather Service.

Order 636 Commonly called the FERC
restructuring rule. Issued in April 1992, this
order culminates FERCs efforts to make
the natural gas industry more competitive.

Propane A heavier-than-air gaseous
hydrocarbon found with crude petroleum
and natural gas.

Proved Reserves Oil, gas or coal that
has been discovered and determined to
be recoverable but is still in the ground.

Regulatory Lag When existing rates do
not adequately reflect the current level of
operating costs, investment or throughput.

Reorganization Plan The document
that outlines how a business will be
restructured to permit its emergence from
Chapter 11 of the U.S: Bankruptey Code.

Sales Service Traditional service agree-
ments under which gas pipeline compa-
nies purchase gas from suppliers for
resale to customers.

Short-haul Transportation A gas trans-
portation service provided by Columbia
Gulf Transmission Co. over short dis-
tances along its pipeline system.

Spot Market Sales Short-term direct
sales, generally 30 days or less, of natural
gas, crude oil or refined petroleum prod-
ucts by producers or brokers to others.

Take-or-Pay Costs Charges incurred by
pipelines when they do not take the mini-
mum quantities of natural gas specified
under purchase contract terms.

Throughput Total volumes of gas
delivered,

Transportation Service Service agree-
ments under which pipelines transport
gas supplies that customers purchase
directly from third parties.

Unbundled Services Separating pipeline
services, such as storage, gathering or trans-
mission, and charging separate rates that
reflect the costs of each.

Underground Storage A service that
permits the injection of large quantities
of natural gas into underground rock
formations during periods of low market
demand and withdrawal during periods
of peak market demand.
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